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TREASURY DEPARTMENT. 

Bureau of Internal Revenue. 

IT. D. 47931 

Exemption op Distillers or Certain Brandt from Provi¬ 
sions or Internal Revenue Laws 

REGULATIONS 7 (EFFECTIVE MAY I, 1030). PARAGRAPH 317, 
AMENDED 

To District Supervisors and Others Concerned; 

Pursuant to the authority conferred by Section 3255 R. 8.. 
as amended (IT. S. C., 1934 ed.. title 26. Supp. n, sec. 1176>, 
the first paragraph of Paragraph 317, Page 106, Regulations 
7, approved May 1, 1930, is hereby amended to read as 
follows: 

“Par. 317. Section 3255 R, S.. as amended, authorizes the 
Commissioner, with the approval of the Secretary, to exempt 
distillers of brandy made exclusively from apples, peaches, 
grapes, oranges, pears, pineapples, apricots, berries, plums, 
pawpaws, persimmons, prunes, figs, cherries, dates or citrus 
fruits (except lemons and limes) from any provision of the 
Internal Revenue laws relating to the manufacture of spirits, 
except as to the tax thereon, when in his judgment It may 
seem expedient to do so. By virtue of this authority dis¬ 
tillers producing brandy made exclusively from apples, 
peaches, grapes, oranges, pears, pineapples, apricots, berries, 
plums, pawpaws, persimmons, prunes, figs, cherries, dates or 
citrus fruits (except lemons and limes) are hereby exempted 
from the provisions of law enumerated herein:” 

l seal] Guy T. Helveiunc. 

Commissioner of Internal Revenue. 

Approved February 10. 1938. 

Roswell Mag ill. 

Acting Secretary of the Treasury. 

|F. R. Doc. 36-474; Filed. February 12,1938; ll:4Ca. m ] 


Federal Alcohol Administration Division. 

Blackberry Flavored Grape Wine 

February 10. 1938. 

To Alt Bottlers and Packers of Wine: 

The Administration has recently ascertained that certain 
wine producers, blenders and rectifiers have shipped in bulk, 
under the designation “Blackberry Wine.” a product which 
does not, in fact, conform to the standard of identity for 
blackberry wine, in that the product Is a base of grape wine, 
to which blackberry flavor or blackberry wine has been added. 
Investigations of these shipments are continuing with a view 
to appropriate regulatory action against the offending 
permittees. 

In this connection, it appears that in many instances such 
misbranded bulk shipments come into the possession of 


wholesalers and are bottled by them under the designation 
“Blackberry Wine." 

This is to worn wholesalers and wine manufacturers against 
the sale of such product unless made entirely from black¬ 
berries, if the same is to be labeled as “Blackberry Wine." 
Wholesalers bottling and marketing products under the 
designation “Blackberry Wine" may readily ascertain whether 
the product ts made wholly from blackberries by simple 
chemical analysis. 

Proceedings for suspension of permits will in the future 
be instituted against permittees bottling or offering for sale 
such misbranded products. 

fssALl W. 8. Alexander. Administrator. 

f F.K Doc 38-469; Filed. February 11.1938; 2:68 p.m.] 


DEPARTMENT OF THE INTERIOR. 

National Bituminous Coal Commission. 

1 Dockrta No. 53-FD, Sl-FD. 30FD| 

In the Matter of the Applications or Wheeling Steel Cor¬ 
poration. Emperor Coal Company. Consumers Mining 
Company for Exemption Prom the Provisions of Section 
4 of the Bituminous Coal Act or 1937, as Authorized by 
the Second Paragraph of Section 4-A of Said Act 

order directing argument on petition for rehearing 

The Wheeling Steel Corporation, applicant In the above 
entitled matter. Docket No. 53-FD, having filed with the Com¬ 
mission on November 8. 1937, its petition, In which Emperor 
Coal Company and Consumers Mining Company join, for 
rehearing and other relief; and the Commission having duly 
considered the same and it appearing that It would be desir¬ 
able to have oral argument by petitioner or its counsel and 
other interested parties far the purpose of determining 
whether prayer of petitioner should be granted, the Com¬ 
mission hereby orders: 

1. That at the hour of ten o'clock A. M.. on the 21st day 
of February, 1938, at the hearing room of the Commission 
in the Walker Building, Washington, D. C., before the Com¬ 
mission or a Division thereof, all Interested parties in the 
matter of the petition for rehearing filed by the Wheeling 
Steel Corporation on November 8. 1937. shall be given op¬ 
portunity to present oral argument to show cause why the 
prayer of the petitioner should or should not be granted. 

2. That pending the completion of the oral argument pro¬ 
vided herein or until further order of the Commission, the 
orders of the Commission in the matters of Wheeling Steel 
Corporation—Docket No. 53-FD. Emperor Coal Company— 
Docket No. 31-FD and Consumers Mining Company—Docket 
No. 30-FD, denying exemption to petitioners from the pro¬ 
visions of 8ection 4 of the Bituminous Coal Act of 1937,* 
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1 2 F. R. 2777.2779 (DI). 
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be and the same are hereby suspended, effective as of the 
date of the entry of said orders, October 13, 1937. 

3. The Secretary of the Commission Is forthwith directed 
to mail copies of this order to the petitioners, to the Secre¬ 
taries of the Bituminous Coal Producers* Boards for Districts 
Nos. 2. 6 and 8 . to the Consumers* Counsel and to the Com¬ 
missioner of Internal Revenue. 

By order of the Commission. 

Dated this 10 th day of February. 1938. 

1 seal 1 F. Witcher McCullough. Secretary . 

IF. R. Doc. 38-468; Fled. February 11.1038; 1:64 p.m.] 


[Docket No. 4-C1 

In the Matter of Order No. 204.’ Providing for a Hearing 
for the Purpose op Receiving Evidence Relatino to the 
Commission's Motion Made Pursuant to Section 4 11(b) 
of the Act, to Revitw and Revise Minimum Prices and 
Marketing Rules and Regulations Relating to the Sales 
of Railroad Locomotive Fuel 

notice of continuance of hearing 

Notice is hereby given that the hearing now scheduled for 
February 14, 1938, in the above-entitled matter is hereby 
continued by the Commission, upon its own motion, to 
February 28, 1938, at the hour of 10 o’clock, A. M., at the 
Hearing Room of the Commission in the Walker Building, 
Washington, D. C. 

By order of the Commission. 

Dated this 11th day of February, 1938. 

[seal! F. Witcher McCullough, Secretary. 

(F. R. Doc. 38-487; Filed. February 14.1038; 11:00 a. m.J 


[Docket No. 4-C] 

In the Matter or Order No. 122,’ Relating to Commissions 
or Discounts on Railroad Locomotive Fuel 

NOTICE OF CONTINUANCE OF HEARING 

Notice is hereby given that the hearing now scheduled 
for February 14. 1938, in the above-entitled matter is hereby 
continued by the Commission, upon its own motion, to Ffcb- 


•3F R.275 (Dl). 
■2F.R 3238 (DI). 
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ruary 28. 1938. at the hour of 10 o'clock, A. M., at the Hear¬ 
ing Room of the Commission in the Walker Building, 
Washington, D. C. 

By order of the Commission. 

Dated this 11th day of February, 1938. 

[seal 1 p. Witcher McCullough. Secretary . 

IP. R. Doc. 38-488. Filed, February 14. IMS: 11:01 a m.| 


[Docket No. 11] 

In the Matter or Order No. 214 1 Providing for a Hearing 
to Receive Evidence to Enable the Commission to Re¬ 
view; the Application of Base Rates and Freight Rate 
Adjustments Between and Among Districts X to 8. 
Inclusive 

NOTICE OF CONTINUANCE OF HEARING 

Notice Is hereby given that the hearing now scheduled 
for February 24. 1938. In the above entitled matter is hereby 
continued by the Commission, upon its own motion, to 
March 10, 1938, at the hour of ten o'clock A. M.. at the 
Hearing Room of the Commiision in the Walker Building, 
Washington, D. C. 

By order of the Commission. 

Dated this 11th day of February, 1938. 

[seal] F. Witcher McCullough. Secretary. 

|F. R. Doc. 38-484; Piled. February 14. 1938: 10:58 a. m.[ 


| Docket No. 294-FDJ 

In the Matter of Keystone Coal & Coke Company 
notice of continuance of hearing 

Notice is hereby given that the hearing now scheduled 
for February 17, 1938/ in the above entitled matter Is 
hereby continued by the Commission, upon its own motion, 
to March 3, 1938, at the hour of ten o'clock A. M.. at the 
Hearing Room of the Commission in the Walker Building. 
Washington, D. C. 

By order of the Commission. 

Dated tills 11th day of February. 1938. 

I seal 1 F. Witcher McCullough. Secretary. 

[P. R. Doc. 38-485; Piled. February 14.1938; 10:59 a. m.) 


[Docket No 299 PD I 

In the Matter of Jamison Coal <c Coke Company 
notice of continuance of hearing 

Notice is hereby given that the hearing now scheduled for 
February 17, 1938/ in the above entitled matter is hereby 
continued by the Commission, upon Its own motion, to March 
3, 1938. at the hour of ten o'clock A. M.. at the Hearing Room 
of the Commission In the Walker Building. Washington. 
D. C. 

By order of the Commission. 

Dated this 11th day of February, 1938. 

[seal) F. Witcher McCullough, Secretary . 

[P. R. Doc. 38-486; Piled. February 14.1938: 10:69 a. m.] 


l Docket No. 9] 

In the Matter of Order No. 127/ Relating to Substitution 
notice of continuance of hearing 

Notice is hereby given that the hearing now scheduled 
for February 14. 1938. In the above entitled matter is hereby 
continued by the Commission, upon its own motion, to 

*3F.R.336 (DI). 

*3 F. R. 344 iDI). 

•2P.R. 3357 (DI). 


February 28, 1938. at the hour of 10:00 o’clock A. M. at 
the hearing room of the Commission In the Walker Build¬ 
ing. Washington. D. C. 

By order of the Commission. 

Dated this 11th day of February. 1938. 

(seal! f. Witcher McCullough. Secretary, 

|P.R. Doc. 38-490; Piled. February 14.1938; 11:02 a. m.J 


[Docket No. 10) 

In the Matter of Order No. 205' Providing for a Hearing in 
Relation to Maximum Discounts or Price Allowances 

notice of continuance of hearing 

Notice Is hereby given that the hearing now scheduled for 
February 16. 1938 in the above entitled matter is hereby con¬ 
tinued by the Commission, upon its own motion, to March 2, 
1938. at the hour of ten o'clock A. M., at the Hearing Room 
of the Commission in the Walker Building, Washington. D. C. 
By order of the Commission. 

Dated this 11th day of February, 1938. 

IskalI F. Witcher McCullough, Secretary. 

|P. R. Doc 38-491; Plied. February 14.1938; 11:03 a. m.] 


(Docket* * Nob. 87-89. 97. 99-101. 106. 136. 137, 138. 141, 142. 174. 189. 
209. 210. and 253 PD] 

In the Matter or Rochester & Pittsburgh Coal Company; 
A. G. it 8. Mining Company; District Board No. 1; 
Berwind-White Coal Mining Co.; Monroe Coal Mining 
Company; Ebensburg Coal Company; IIexsley Coal Com¬ 
pany; District Board No. 7; The Powhattan Mining Com¬ 
pany; Pittsburgh Terminal Coal Corporation; Pitt sbu rgh 
Coal Company; Union Collieries Company; Marten A. 
Reiser. Receiver. Butler Consolidated Coal Company; 
Purbglove Coal Mining Company; District Board No. 2; 
Union Collieries Company; Pittsburgh Coal Company; 
Midi and Coal & Mining Company, et al. 

notice of continuance of hearings 

Notice is hereby given that the hearings now scheduled for 
February 14, 1938/ in the above entitled matter, are hereby 
continued by the Commission, upon Its own motion, to 
February 28, 1938 at the hour of 10:00 o'clock A. M. at the 
hearing room of the Commission in the Walker Building, 
Washington, D. C. 

By order of the Commission. 

Dated this 11th day of February 1938. 

(seal! F. Witcher McCullough, Secretary. 

[F. JEL Doc. 38-489; Piled. February 14.1938: 11:01a.m.) 


I Docket No. 153- PD] 

Ln the Matter of Order No. 174/ Providing for a Hearino 
to Determine Whether Certain Coals in the State of 
Virginia are Subject to the Bituminous Coal Act of 1937 

NOTICE OF CONTINUANCE OF HEARING 

Notice Is hereby given that the hearing now scheduled for 
February 14, 1938, In the above-entitled matter Is hereby 
continued by the Commission, upon its own motion, to 
February 28, 1938, at the hour of 10 o'clock. A. M., at the 
Hearing Room of the Commission In the Walker Building, 
Washington, D. C. 

By order of the Commission. 

Doted tills llth day of February, 1938. 

[seal) F. Witcher McCullough. Secretary. 

|F. R. Doc. 38-402; Piled. February 14.1938; 11:03 a. m.) 


•3P.R.275 (DI). 
»SF R.254 (DI). 
•3P.R.33 (DI). 
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DEPARTMENT OF AGRICULTURE. 

Agricultural Adjustment Administration. 

Wage Rates Under Sugar Act of 1937 

NOTICE or HEARINGS AND DESIGNATION OF PRESIDING OFFICER 

Pursuant to the authority contained in Section 301 <b> of 
the Sugar Act of 1937 (Public No. 414. 75th Congress), 

Notice is hereby given that public hearings will be held as 
follows: 

At Baton Rouge. Louisiana. In the Agricultural Auditorium. 
Louisiana State University and A. & M. College, on February 
21. 1938. at 10:00 A. M. 

At LaFoyette. Louisiana, In the Police Jury Room, Parish 
Court House, on February 23, 1938, at 9:30 A. M. 

At New Orleans, Louisiana, in Room 300, Association of 
Commerce Building, on February 25,1938, at 9:30 A. M. 

The purpose of such hearings Is to receive evidence likely 
to be of assistance to the Secretary of Agriculture in deter¬ 
mining, pursuant to the provisions of section 301 (b) of the 
said act, fair and reasonable wage rates for persons employed 
in the planting and cultivating of sugarcane during the cal¬ 
endar year 1938 on farms with respect to which applications 
for payment under the said act are made. 

John C. Bagwell. William T. Ham. and O. La Guardi a are 
hereby designated as presiding officers to conduct either 
Jointly or severally the foregoing hearings. 

Done at Washington, D. C. this 12th day of February 1938. 
Witness my hand and the seal of the Department of Agri¬ 
culture. 

[seal] H. A. Wallace, 

Secretary of Agriculture. 

(F. R. Doc. 38-473; Filed. February 12.1938; 11:34 a. m.J 


[ Docket No. A-64 0-64) 

Notice of Hearing With Respect to Proposed Marketing 

Agreement and Order Regulating Handling of Grapes 

Grown in Counties of Benton, Madison and Washington, 

State of Arkansas 

Whereas, under Public Act No. 10. 73rd Congress, as 
amended and as reenacted by the Agricultural Marketing 
Agreement Act of 1937, notice of hearing is required in con¬ 
nection with a proposed marketing agreement or a proposed 
order, and the General Regulations, Series A, No. 1. as 
amended/ of the Agricultural Adjustment Administration, 
United States Department of Agriculture, provide for such 
notice; and 

Whereas, the Secretary of Agriculture has reason to be¬ 
lieve that the execution of a marketing agreement and the 
issuance of an order will tend to effectuate the declared pol¬ 
icy of said act with respect to the handling in interstate and 
foreign commerce, and such handling as directly burdens, 
obstructs, or affects Interstate or foreign commerce, of 
grapes grown in the counties of Benton, Madison and Wash¬ 
ington In the State of Arkansas: 

Nor, therefore, pursuant to the said act and said general 
regulations, notice is hereby given of a hearing to be held 
on a proposed marketing agreement and a proposed order 
regulating such handling of grapes grown in said counties 
in the Auditorium. Administration Building. University of 
Arkansas, Fayetteville, Arkansas, on March 3. 1938, at 9:30 
a. m. 

This public hearing is for the purpose of receiving evidence 
as to the general economic conditions which may necessitate 
regulation in order to effectuate the declared policy of the 
act and as to the specific provisions which a marketing agree¬ 
ment and order should contain. 

The proposed marketing agreement and the proposed or¬ 
der each embodies, in similar terms, a plan for the regula¬ 
tion of such handling in interstate and foreign commerce, 
and such handling as directly burdens, obstructs, or affects 


interstate or foreign commerce, of grapes grown In said 
counties. Among other things, the proposed marketing 
agreement and order provide for: (a) the establishment of 
a Control Committee, (b) grade regulation of shipments, 
(c) regulation of shipments by means of period proration, 
«f> regulation of shipments by requiring price filing and 
posting, (e) expenses of administration, and other matters 
relating to the handling of grapes grown in said counties. 

Copies of the proposed marketing agreement and proposed 
order may be inspected in or procured from the Hearing 
Clerk, Room 0518, South Building. United States Depart¬ 
ment of Agriculture, Washington, D. C. 

[seal] H. A. Wallace. 

Secretary of Agriculture . 

Dated: February 12. 1938. 

|F. R. Doc. $8-475; Filed, February 12.1938; 12:16 p. m.J 


Bureau of Animal Industry. 

(Amendment 16 to Declaration No. 12] 

Declaring Names of Counties Placed in Modified Tubercu¬ 
losis-Free Accredited Areas 

February 1, 1938. 

In accordance with Section 2 of Regulation 7 of B. A. I. 
Order 309. as amended September 10. 1936/ the following 
named counties in States named are hereby declared “Modi¬ 
fied Accredited Areas” until the date given opposite each 
county named. 

California: Santa Clara, February 1, 1941. 

Puerto Rico: Bayamon, February 1. 1941; Catano, Feb¬ 
ruary 1. 1941: Cidra, February 1, 1941. 

In accordance with Section 2 of Regulation 7 of B. A. L 
Order 309, as amended September 10. 1936, the following 
named counties in the States named having completed the 
necessary retests for reaccreditation, are hereby continued 
in the status of “Modified Accredited Areas” until the date 
given opposite each county named. 

Alabama: Tallapoosa. February 1, 1941. 

Arkansas: Boone, February 1. 1941; Desha. February 1, 
1941. 

California: Del Norte, February 1, 1941. 

Colorado: Boulder, February 1, 1941; Eagle, February 1, 
1941; Jackson, February 1, 1941. 

Florida: Citrus. February 1. 1941; Pinellas, February 1, 
1941; Putnam. February’ 1, 1941; Sarasota. February 1, 1941; 
Sumter, February 1, 1941. 

Georgia: Harris, February 1. 1941; Macon, February 1, 
1941; Treutlen. February 1. 1941. 

Idaho: Camas, February 1, 1941; Power, February 1, 1941. 
Illinois: Greene, February 1, 1941; Iroquois. February 1, 
1941. 

Indiana: Allen. February 1, 1941; Jay, February 1, 1941; 
Jefferson, February 1, 1941; Miami, February 1, 1941. 

Iowa: Cass, February 1. 1944; Henry, February 1, 1944; 
Pottawattamie, February 1, 1941. 

Kansas: Dickinson, February 1, 1941: Marshall, February 
1. 1941; Pottawatomie. February 1. 1941; Riley, February’ 1, 
1941; Washington. February 1, 1941. 

Kentucky: Anderson, February 1, 1941; Madison, February 
1, 1941; Marshall. February 1, 1941: Martin. February 1, 
1941; Russell, February 1, 1941; Webster, February 1, 1941. 
Maine: Aroostook, February 1. 1941. 

Michigan: Mecosta. February 1. 1941. 

Minnesota: Rice. February 1. 1941. 

Mississippi: Benton. February 1. 1941; Prentiss. February 
1, 1941; Pontotoc. February 1, 1941. 

Missouri: Benton, February 1, 1941; Butler, February 1. 
1941; Maries, February 1, 1941; Morgan. February 1. 1941; 
Osage, February 1. 1941; Phelps, February 1, 1941; Ripley. 
February 1, 1941; Shelby. February l, 1941. 

Montana: Powder River, February 1, 1941. 


» 


1 1 F. R 155. 


»1 F. R 1338. 
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North Carolina: Duplin. February 1, 1941; Montgomery, 
February 1, 1941. 

Ohio: Jackson, February 1, 1941; Union, February 1. 1941. 
Oldahoma: Cleveland. February 1, 1941; Kay, February 
1, 1941; Logan, February 1, 1941; Noble. February 1. 1941; 
Pawnee. February 1. 1941. 


Pennsylvania: Beaver. February 1, 1941; Blair, February 1, 
1941. 


South Carolina: Barnwell, February 1, 1941; Darlington, 
February 1, 1941; Lee, February 1, 1941; Orangeburg. Feb¬ 
ruary 1. 1941. 


Texas; Bastrop. February 1, 1941; Cameron. February l, 
1941; Concho. February 1. 1941; Hartley. February 1, 1941; 
Hardeman. February 1, 1941; Jack, February 1. 1941; Kauf¬ 
man. February 1, 1941; Kamar. February 1. 1941; Runnels, 
February 1, 1941; Tom Green. February 1, 1941. 

Tennessee: Crockett, February 1. 1941. 

Virginia: Lancaster. February 1. 1941. 

Washington: Spokane. February 1, 1941. 

West Virginia: Preston, February 1. 1941. 

Wyoming: Sweetwater, February 1, 1941. 

Declaration No. 12, dated October 1. 1936.* as amended, is 
hereby further amended accordingly. 

! seal] * J. R. Mohler, Chief of Bureau. 


1F. R. Doc.38-476; Filed. February 12,1038; 12:15 p.m.] 


FEDERAL COMMUNICATIONS COMMISSION. 

(Order No.S3| 

Adoption of Order Relative to Statements To Be Filed 
by Radiotelegraph Common Carriers 
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Continental United States from which messages are re¬ 
ceived. 

/* is further ordered . That the aforesaid common carriers 
shall Ale not later than May 1, 1938. an additional statement 
showing the gross operating revenues by circuits (including 
profits or losses in the exchange settlements of traffic bal¬ 
ances) for all public radiotelegraph correspondence trans¬ 
mitted and received to and from each fixed point of com¬ 
munication outside the Continental United States during the 
month of March. 1938. 

By the Commission. 

[seal 1 t. J. Slowie, Secretary. 

|F. B. Doc. 39-177; Filed, February 14,1838; 10:00 a. m.J 


FEDERAL HOUSING ADMINISTRATION. 

Property Improvement Loans 
regulations governing title i or the national housing act 

The following Regulations and Questions and Answers Is¬ 
sued by the Federal Housing Administrator govern the op¬ 
eration of the insurance property improvement loans under 
Title I of the National Housing Act. as amended, re-enacted 
and amended by Act of Congress approved February 3, 1938. 
These Regulations and Questions and Answers supersede 
all previous Regulations and Questions and Answers hereto¬ 
fore in effect special Regulations and Questions and Answers 
governing Section 6 Joans designed to assist in the rehabili¬ 
tation of flood, tornado and other catastrophe areas and 
will control in the event of any conflict between thes e Regu¬ 
lations and any explanatory material. 

Regulation No. I 




The Commission at a meeting held February 8, 1938. 
adopted the following Order: 

ORDER NO. 33 

Pursuant to Section 308 <b) of the Communications Act 
of 1934. it is ordered. That every radiotelegraph common 
carrier (except those operating exclusively in Alaska) which 
holds a point-to-point radiotelegraph station license in the 
Fixed Public Service or Fixed Public Press Service shall file 
a statement not later than May 1, 1938, showing: 

(a) Name of organization operating the other end of 
each circuit designated in each license held by radiotele¬ 
graph common carriers and (to the best of the licensee’s in¬ 
formation and belief), its relation to other communications 
operating or holding companies In the same country and 
any affiliation which it may have with any communications, 
operating or holding companies or administrations in other 
countries; 

<b) The number of paid words of public correspondence 
transmitted during the month of March 1938 by frequencies 
to each primary point of communication named in each 
such license; 

(c) The number of paid words of public correspondence 
transmitted during the month of March 1938 by frequencies 
to each secondary point of communication under terms of 
secondary communication clause of each such license; 

(d) The name of each point of communication specifi¬ 
cally designated in the license to which no paid words of 
public correspondence were transmitted during the license 
period December 1, 1936 to December 1, 1937; 

(e) The reason for not handling paid words of public 
correspondence with each point that may be listed under 
(d> above; 

(/) The specific reason for desire to continue inactive 
points of communication in the license. 

/( is further ordered , That the aforementioned common 
carriers shall at the same time file an additional statement 
showing the number of paid words of public radiotelegraph 
correspondence received by them in the United 8tates during 
the month o f March, 1938, from each fixed point outside the 

1 1 F. R. 2024. 


Applicable to All Loans 

Promissory notes must be signed by an owner of the real 
property to be improved, or by a lessee thereof under a 
lease expiring not less than six calendar months after the 
maturity of the loan , and must be in a form which is valid 
and enforceable in the jurisdiction in which they are issued. 
In addition to owners in fee. owners of real property in¬ 
clude life tenants and persons holding an equity under a 
mortoage, trust or contract. 

Question No. la. 

Reference is made to Installment notes and installment 
payments throughout the Regulations. Questions, and An¬ 
swers and interpretations pertaining thereto. It is intended 
that Insured institutions using any other form of obligation 
or a plan whereby deposits are made to an account or a 
fund which is used to liquidate a note at maturity (similar to 
the practice followed by industrial banks in many Jurisdic¬ 
tions) be allowed to continue to use such methods of pro¬ 
cedure. and will such obligations be eligible for insurance? 

Answer. 

Yes. Whenever the word “note’* 1 a used, it Is intended 
to refer to a note, bond, mortgage, or other evidence of 
indebtedness. Whenever the word “payment” is used, the 
intent is to include a deposit for an account or a fund. 
Notes which provide for a deposit to be made in an account 
or a fund to be used to liquidate the note at maturity are 
eligible for insurance, and for the purpose of these Regula¬ 
tions any interest paid on such deposit account should be 
deducted from the charge paid by the borrower on the note 
in determining whether the net charge to him Is within the 
maximum permitted. 

The term “installment payment” includes a method of 
procedure under which a borrower from an institution, such 
as a building and loan association, subscribes for shares on 
receiving a loan, and pays for such shares on an installment 
basis, the shares to be finally cancelled out against the loan. 
Where this method is used and the shares do not pay a fixed 
return, the charge to the borrower may be figured on the 
basis of the average return on such shares during the preced¬ 
ing three years. 
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In order thAt an insured Institution may be entitled to 
make claim under the Contract of Insurance for the full 
unpaid balance on a note on which one or more payments 
are in default, it is necessary that the institution have made 
demand upon the borrower for payment in full. Notes must, 
therefore, contain a provision for acceleration of maturity 
upon default, either automatically, or at the option of the 
holder. 

Question No. lb. 

Will notes in a series be eligible for insurance on the same 
basis as a single note calling for equal installments? 

Answer. 

Yes. A scries of notes, taken on one transaction, each 
calling for an equal amount, will be eligible for insurance 
where each note states on its face that it is one of a series 
of notes signed by the same maker. Unless the note shows 
on its face that it is one of a series, it will not be eligible 
for insurance. 

Question No. le. 

Is a forged note “valid and enforceable" within the mean¬ 
ing of the term as used in this Regulation? 

Answer. 

Yes. The fact that a note is forged will not disqualify it 
if taken by the insured institution in good faith. Forgery 
of a note or falsification of the Credit Statement constitutes 
a Federal offense under the National Housing Act, subject¬ 
ing the offender to a fine of not more than $3,000 or to im¬ 
prisonment for not more than two years, or both. This does 
not remove from on insured institution the duty of discov¬ 
ering the authority of an agent, as such, signing a note, or 
the legal capacity of the signer of the note. 

Question No. Id . 

What about the effect of interest rate statutes? 

Answer. 

In most Jurisdictions, violations of interest rate statutes do 
not affect the validity or enforceability of notes, and any 
such violation would not disqualify a note previously re¬ 
ported for insurance. In a few jurisdictions, a technical 
legal doctrine prevails, under which a financial Institution 
does not recover upon the note itself If the note is in viola¬ 
tion of interest laws, but rather proceeds upon the theory 
that it is collecting upon a general obligation to repay money 
advanced. Where such a doctrine as this prevails, the note 
likewise is not considered invalid or unenforceable. 

Regulation No. 2 
Applicable to All Loans 

An advance of credit, to be eligible for insurance. must 
not involve a principal amount outstanding at any one 
time, in respect to any one piece of property, in excess of 
110.000 (exclusive of financing charges to the borrower ), 
when made for the purpose of financing repairs, alterations 
and improvements upon or in connection with existing struc¬ 
tures. In the case of loans for financing the building of 
new structures, the total of all insured advances of credit 
may not exceed $2J>00 (exclusive of finance charges to the 
borrower) in respect to a single piece of property. 

Question No. 2a. 

May more than one loan or one series of loans be made to 
cover repairs, alterations, and improvements upon a single 
piece of property? 

Answer. 

Yes. So long as the amount outstanding at any one 
time does not exceed the maximum provided by this Regu¬ 
lation. any number of loans may be made to cover repairs, 
alterations and improvements upon any single piece of prop¬ 
erty. but not more than $10,000, excluding financing charges 
to the borrower, may be outstanding at any time on any 
such piece of property. 


It must be noted that whereas this Regulation permits 
a borrower to obtain more than $10,000 for the purpose of 
financing repairs, alterations and improvements upon ex¬ 
isting structures, provided that not more than $10,000 is 
oustanding at any one time with respect to any single piece 
of property, not more than $2,000 may be obtained for the 
purpose of building new structures with respect to any single 
piece of property. Subject to this limitation, more than one 
loan or one series of loans may be made for this latter 
purpose. 

Question No. 2b. 

Is there any limitation as to the maximum amount which 
may be procured by any one borrower? 

Ansiccr. 

No. The maximum amounts refer to the amounts which 
may be outstanding or advanced, as the case may be, with 
respect of any single piece of property. One borrower may 
obtain any number of loans on any number of pieces of 
property, subject to the limitation contained in Regulation 
No. 12. 

Regulation No. 3 

Applicable to All Loans Except New Structure Loans for 
Residential Purposes (See Regulation No. 22) 

A note will be eligible for insurance if the total payment 
to be made by the borrower for interest, discount, and fees 
of all kinds in connection with the transaction is not in 
excess of an amount equivalent to $5 discount per $100 
original face amount of a one-year note to be paid in equal 
monthly installments, calculated from the date of the note. 
This charge is a permitted maximum and not a mandatory 
rate , and a loan at any lower rate is eligible for insurance. 
Such charges correctly based on tables of calculations issued 
by the Federal Housing Administrator arc deemed to comply 
with this regulation. 

Question No. 3a. 

Where an Insured Institution purchases or takes a quali¬ 
fied note but retains part of the purchase price or proceeds 
of the note as security for payment of it by the borrower, 
may the institution retain the total finance charge calcu¬ 
lated on the face amount of the note? 

Answer. 

No. If the insured institution takes the maximum charge 
permitted by Regulation No. 3, but does not advance th« 
entire proceeds of the note, this will increase the ratio of 
gross return to the Institution on the average balance of the 
insured institution’s funds outstanding during the period 
of the loan. and. therefore, if an insured institution retains 
a hold-back It must consider this in calculating the finance 
charges which it collects. The difference between the finance 
charges calculated on the face amount of the note and the 
finance charges calculated on the amount advanced by the 
insured Institution must be credited to the account of the 
dealer or contractor from whom the note was purchased. 
See also Question and Answer No. 14g. 

Question No. 3b. 

Does Regulation No. 3 mean that an insured institution 
may charge the borrower $5 per $100 face amount of the 
note for each year the loan is outstanding? 

Answer. 

No. It means that for a job costing $95. a one-year in¬ 
stallment note could have a face amount of $100 and the 
total charge to the borrower could not exceed $5. the bor¬ 
rower to make monthly installment payments of $8.34 (with 
adjustment on last payment). This charge on a one-year 
note, non-interest-bearing and payable in equal monthly in¬ 
stallments. establishes the basis of charge which may not be 
exceeded on notes with other maturities. This is a ratio of 
0.097166 between the total charge and average amount out¬ 
standing on the debt. 
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Tables of Calculations 
Not for New Construction Dwelling Loans 

The following factors may be used to facilitate handling 
of notes under the Property Improvement Plan. In the 
center column of the first table are figures from 6 to 60 
for each possible monthly maturity that may be used for 
such a note. In the right hand column arc Discount Factors. 
The face amount of a discount note, multiplied by the Dis¬ 
count Factor for any maturity desired, will give the maxi¬ 
mum permissible amount of discount that may be charged 
the borrower. In the left hand column ore Gross Charge 
Factors. The amount of cash proceeds (the principal sum 
the borrower receives), multiplied by the Gross Charge Fac¬ 
tor for any maturity, will give the maximum permissible 
amount of interest and fees that may be charged. 

Opt'ratUm of the Discount Factor . 

A discount of $6 on a $100 note for a period of one year, 
with provision in the note for equal monthly installment pay¬ 
ments. gives a ratio of 0.097166 of total charge paid by bor¬ 
rower to average amount outstanding on the debt during 
the period of the loan. This is the maximum charge under 
the Regulations of the Administrator that may be obtained 
from the borrower on a note of any amount, of any maturity, 
and regardless of the number of installment payments. The 
.same limit as to the ratio of 0.097166 of total charge paid 
by the borrower to average amount outstanding on the debt 
would apply to a former note providing for less than 12 
installments a year, or to a note providing for more than 
12 Installments a year. 

On a one-year monthly payment note, the Discount Fac¬ 
tor is 0.05. On a 24-month note, however, the Discount 
Factor is 0.091912; 36-month note. 0.130282, etc. The Dis¬ 
count Factor for each maturity from 6 to 60 months is given 
in the table herewith. On a discount note of $1,000 face 
amount, the amount of discount for 12 months would be 
$50; for 24 months. $91.91; for 36 months. $130.28. 

Operation of the Gross Charge Factor. 

An insured Institution, desiring to ascertain the maximum 
amount of interest and fees it would be permissible to charge 
the borrower on any principal sum in order not to exceed 
the ratio of 0.097166 of total charge to the borrower to aver¬ 
age amount outstanding on the debt during the period of 
the loon, can do so by using the Gross Charge Factor. Thus 
on a one-year note the Gross Charge Factor is 0.052632; on 
a 24-month note, 0.101215; on a 36-month note. 0.149798. 
The Gross Charge Factor for each maturity from 6 to 60 
months is given in the tables herewith. Thus by talcing a 
$950 advance and multiplying by the proper Gross Charge 
Factor the amount of Interest and fees allowed for 12 months 
will prove to be $50; for 24 months. $96.15; for 36 months. 
$142.31, 
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Tables ore available for the use of savings, building and 
loan associations, cooperative banks, and similar Institutions, 
covering loans with maturities up to 15 years, or 180 months, 
only the first five years and thirty-two days of which will be 
covered by Insurance. Copies of these tables may be ob¬ 
tained upon request from the Federal Housing Administra¬ 
tion. 

Tables are also available setting forth Discount and Gross 
Charge Factors based on discounts of $3. $3.50, $4. an d $4-50 
per $100 original face amount of a one-year note to be paid 
in equal monthly installments. These are provided so that 
institutions desiring to charge less than the maximum per¬ 
mitted rate will have no difficulty in calculating the finance 
charge to be taken. The rate set forth in Regulation No. 3 
is purely a maximum rate, and it is urged by the Adminis¬ 
trator that a lower rate be used wherever compatible with 
the circumstances surrounding the loon. 

Question No. 3c. 

If security, such as a mortgage, is taken, may the actual 
costs of title search, appraisal, etc., be charged the borrower 
in addition to the charge permitted? 

Answer. 

No. Any such costs as these must be included within the 
maximum permitted charge to the borrower. 

Question No. 3d. 

Where an insured institution requires that a dealer or 
manufacturer, from whom it purchases notes, present a 
credit report on the borrower at the dealer's or manufactur¬ 
er’s expense, will such a requirement be considered to in¬ 
crease the finance charge received by the insured institu¬ 
tion? 

Ansioer. 

No. If the cost of the credit report on the borrower is not 
passed on to him. either directly or indirectly, the cost of 
such report need not be considered In calculating the finance 
charge token. 
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Question No. 3e. 

Although the standard formula for determining the charge 
to the borrower contemplates a monthly installment note, 
is it intended that the same resulting ratio shall apply in the 
case of a note on which there is only one payment (or any 
number more or less than 12) per year, as in the case of a 
fanner or a producer of livestock who is making payments 
in accordance with the dates on which his Income is received? 

Ansiocr. 

Yes. The same ratio of 0.097166 between total charge to 
the borrower and average amount outstanding on the debt 
applies as a maximum which must not be exceeded. Jt is 
suggested that an interest-bearing note, at the lowest rate 
compatible with the locality and credit conditions, should 
be used where a note calls for seasonal payments. 

Question No. 3/. 

May an insured institution make a charge on a basis other 
than that set forth in the Tables of Calculations? 

Answer. 

Yes. An insured institution may calculate its charges by 
any method it desires, provided that the total cost to the 
borrower does not exceed the maximum ratio permitted by 
Regulation No. 3. Thus, for instance, an Institution may 
take a note which calls for the payment of 6% Interest on 
the decreasing balances and also assess the borrower for a 
commission, or for recording or filing fees, etc. If the total 
charge to the borrower at the rate of interest stated in the 
note, plus the additional fees which the borrower is required 
to pay in connection with the loan does not exceed the max¬ 
imum ratio permitted by Regulation No. 3, a note will be 
eligible for insurance, provided that it otherwise complies 
with the Regulations. 

Question No. 3g . 

How should the maximum charge be calculated from 
factor tables in the case of eligible loans in which the period 
to the first installment differs from the remaining payment 
periods? 

Answer. 

On loans payable monthly no adjustment will be neces¬ 
sary. and the factor corresponding to the full number of 
installments may be used; even though the charge, so cal- 
calculated. may exceed slightly basis 0.097166 ratio. 

On loans payable quarterly, semiannually, or annually 
the maximum charge may be ascertained by multiplying 
the proceeds by the gross charge factor corresponding to 
the number of Installments and either adding or deducting, 
depending on whether the initial period is greater or less 
than subsequent payment periods, an amount calculated 
at the rate of 9.7166% per annum (0.8097% per month) 
on the proceeds for a period equal to the difference between 
the initial and remaining periods. Thus on an advance of 
$100 to be paid in 4 quarterly installments, the first due one 
month from the date of the note, the maximum charge 
would be the 4 payment factor, 0 060729, multiplied by the 
proceeds, $100. less 0.008097 times 2 times $100 ($6.07— 
$1.62). or $4.45. It should be noted that gross charge factors 
only may be used in this connection and that discount 
factors are applicable only when no adjustment is made. 

Should it be desired to assess the full maximum charge 
on monthly loans In which the initial period is greater than 
a month, gross charge factors alone may be used and the 
calculation should be similar to that described above in 
connection with quarterly, semiannual, and annual loans. 

Regulation No. 4 
Applicable to All Loans 

Notes mag provide /or the payment by the maker of a late 
charge not to exceed five cents for each $1 of each payment 
more than 15 days in arrears, but not to exceed 45 in respect 


of any one such late payment. In lieu of, but not in addition 
to. the late charge . the note may provide for interest on over¬ 
due payments from the due date of the payment at a rate not 
to exceed the maximum legal rate permitted in the jurisdic¬ 
tion where the loan is made. Although late charges , as pro¬ 
vided in this regulation, are permitted, if such charges are not 
collected from the borrower they may not be included in 
claim for loss made under the contract of insurance. 

Question No. 4a. 

May the late charge be collected more than once on any 
single installment? 

Answer. 

No, Where the late charge of five cents per $1 for each 
payment more than 15 days in arrears Is contracted for. it 
may be assessed only once for any one particular payment, 
and the total late charge so assessed on any one particular 
payment may not exceed $5. However, if in lieu of a late 
charge the note calls for any rate of interest on a delinquent 
payment up to the highest legal rate in the jurisdiction where 
executed, such interest may be collected from the borrower 
on any such delinquent payment (but not upon the whole 
remaining principal unless the whole note is matured by 
such delinquency) from the date it came due and was not 
paid, until the date upon which it was paid. 

Question No. 4b. 

Is the amount collected in the form of late charges in¬ 
cluded in the maximum amount which a financial institu¬ 
tion may charge the borrower for discount, interest, or 
fees? 

Answer. 

No. The late charge is reimbursement to the institution 
for work Involved in the handling of payments not made on 
the due dates. As late charges represent a penalty for not 
paying an installment on its due date there is no connection 
with the financing charge which is determined at the time 
the loon Is granted, on the basis that the note will be paid 
in accordance with its terms. 

Quesfion No. 4c. 

May late charges be deducted from regular installments 
paid by the borrower and the balance of the installment 
applied on the note? 

Answer. 

No. The late charges must be billed and collected as such, 
and evidence of such billing must be Included in the file 
when a claim for loss Is made under the contract of 
insurance. 

Question No. 4d . 

Will a provision in a note that interest on principal win 
be charged after the maturing of the entire balance of the 
loan by default or otherwise be construed to be in conflict 
with Regulation No. 4, if the note also provides for late 
charges or interest on individual late payments? 

Answer. 

No. Late charges arc intended to compensate an institu¬ 
tion for the extra collection effort and expense it Incurs 
in furthering the collection of delinquent payments. It is 
not intended that the late charge shall take the place of 
interest on the principal after the maturity of the whole 
obligation. Thus, a provision for such interest will not 
conflict with the limitation set forth in Regulation No. 4. 
which refers only to interest or late charges taken on a spe¬ 
cific installment for failure to make that payment on its 
due date. 

Regulation No. 5 

Applicable to All Loans Except New Structure Loans for 
Residential Purposes (Sec Regulation No. 21) 

Notes may not have a final maturity in excess of five years 
and thirty-two days from the date of the note, except in the 








FEDERAL REGISTER, Tuesday, February IS, 1938 


411 


com of savings, budding and loan associations, cooperative 
[xviks, and similar institutions. 

Question No. Sa , 

What Is the effect of exception In Regulation No. 5? 

a nswer. 

The Administrator has made a special exception In the 
case of savings, building and loan associations, cooperative 
bulks, and similar institutions, permitting them to acquire 
obligations eligible for insurance with a maturity longer 
Lhan five years and thirty-two days, for a period and at a 
rate of return not to exceed that of any standard existing 
plan of such institution, and provided that Regulation No. 
3 is complied with. 

This ruling makes it possible for those institutions, gen¬ 
erally required by law to take mortgage security and fur¬ 
ther restricted in some cases as to the minimum term of 
years which may apply to their obligations, to make im¬ 
provement loans conforming with the Regulations of the 
Administrator. 

The Contract of Insurance shall apply to such long-term 
obligations only for a period of five years and thirty-two 
days from the date the obligation is first executed, and any 
claim for loss must be made as the result of a default 
occurring at or within five years and thirty-two days from 
the date of the obligation reported for insurance. 

It Is suggested that in ail cases where a mortgage institu¬ 
tion is already carrying an uninsured advance to a borrower 
who now wishes a further advance under the same mort¬ 
gage on an obligation eligible for insurance under .Title I, 
whether for a period up to five years and thirty-two days 
or for a longer period under the special exception permitted 
in Regulation No. 5. the mortgage institution carry the in¬ 
jured loan in a separate account on its books, so that there 
will be no confusion in auditing the account in case a claim 
is made under the Contract of Insurance. 

However, if a mortgage institution wishes to carry’ both 
the uninsured and insured advances under one mortgage 
and in one consolidated account, the Administrator will per¬ 
mit the practice but advises against it. 

Of course, the insured loan must always be evidenced by a 
eparate obligation. 

Where the two transactions are carried in one account it 
will be assumed, for the purpose of computing the amount 
outstanding on the insured obligation in event of claim under 
the Contract of Insurance, that all payments received on the 
consolidated account subsequent to the date of the insured 
obligation were applied pro rata on both the insured and the 
uninsured obligations. 

Where a separate mortgage has been taken on an insured 
obligation, the Administrator will require, in event of a claim 
under the Contract of Insurance, that this mortgage be 
assigned to the Administrator. If one mortgage covers both 
an Insured and an uninsured obligation, the proceeds re¬ 
ceived through foreclosure in excess of all uninsured obliga¬ 
tions made prior to the insured obligation and covered by the 
mortgage (but not exceeding the amount of the claim paid to 
the mortgage institution on the insured obligation by the 
Administrator) must be forwarded to the Administrator. 

The Administrator imposes only one limitation under this 
Pecial exception (this limitation docs not apply where the 
loan in question Is to be repaid within five years): The Ad¬ 
ministrator will not insure a portion of a greater advance 
made at the same time. This does not prohibit the insur¬ 
ance of a loan because of a previously existing debt covered 
by a mortgage, where the prior obligation was incurred in a 
bona fide independent transaction, and the Administrator 
will assume that, if the two transactions are six months apart, 
they are independent; furthermore, this limitation will not 
be applied in cases where the mortgage executed at the time 
of the Improvement Loan also covers a note taken to refund 
an existing mortgage debt on the same property held by the 
lending institution or by a third party. Also, where a further 
advance is made by the insured institution at the same time 
Ho. 32—2 


as the Improvement Loan, for the purpose of paying off delin¬ 
quent taxes or assessments, this limitation will not apply. 

Some institutions covered by this special exception of the 
Administrator are now charging financing rates within the 
maximum permitted by the Regulations. Such an Institu¬ 
tion may check its charges against the maximum permitted. 
The Gross Charge Factor Table set forth under Regulation 
No. 3. and Question and Answer No. 3b. has been extended 
to cover a period of 180 months. To determine whether 
an obligation complies with Regulation No. 3. it will be 
necessary only to multiply the net proceeds by the appro¬ 
priate Gross Charge Factor. By net proceeds is meant the 
net amount received by the borrower after deduction of all 
expenses paid by, or chargeable to, the borrower Incident to 
the securing of the loan. If the borrower is not required 
to pay. whether as principal, interest, fees, or charges of any 
kind, an amount in excess of the net proceeds received by 
him plus the gross charge calculated thereon as above, the 
obligation will comply with Regulation No. 3. If an insti¬ 
tution is in doubt about the compliance of its plan with 
Regulation No. 3, it may send to the Federal Housing Ad¬ 
ministration a statement of its plan accompanied by a spe¬ 
cific example, and the Administration will determine whether 
or not the plan is in compliance and will notify the institu¬ 
tion accordingly. 

Question No. 5b. 

May the insurance granted in any case exceed a period 
of five years and thirty-two days beyond the date of the 
original transaction? 

Answer. 

No. except as provided in Regulation No. 19 or No. 21. 
Even where a new note is taken to liquidate a previously 
insured obligation, as provided for in Regulation No. 18. the 
total insurance coverage granted shall not extend beyond 
five years and thirty-two days from the date of the original 
note. Thus, if the original note had a maturity of five 
years and thirty-two days, and it became necessary to 
rewrite this note at the end of the fourth year an a smaller 
payment which would result in the new note having a 
maturity of three years, the insurance coverage on the new 
note would terminate at the expiration of one year and 
thirty-two days from the date of the new note, or five years 
and thirty-two days from the date of the original note. 

Question No. 5c. 

May an equal monthly payment obligation call for more 
than 60 payments? 

Answer. 

No. However an obligation may call for the maximum of 
60 equal monthly payments with the first payment not more 
than 2 calendar months after the date of the note. This 
permissible period from the date of the note to the date of 
the first payment accounts for the establishment of a maxi¬ 
mum maturity of 5 years and 32 days. 

Regulation No. 6 
Applicable to All Loans 

Notes must be payable tn equal monthly, semimonthly, or 
weekly installments. The final installment may be slightly 
more or less than the other installments . subject to such ex¬ 
ceptions as may be made by the administrator. Notes may 
not provide for a first payment less than six days or more 
than two calendar months after the date of the note. How¬ 
ever. if fifty-one percent or more of the income of the maker 
is derived directly from the sale of agricultural crops . com¬ 
modities, or livestock produced by him. a note may be made 
payable in installments corresponding to income periods 
shown on the credit statement. In such cases, the first pay¬ 
ment must be made within twelve months of the date of the 
note and at least one payment must be made during each 
calendar year thereafter and the proportion of total princi¬ 
pal to be paid in taler years must not exceed the proportion 
of total prmcipal payable in earlier years . 
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Question No. 6a. 

May the date of the first Installment and subsequent pay¬ 
ments be arranged to coincide with the day on which it will 
be most convenient for the borrower to meet his payments? 

Answer. 

Yes. The date fixed for the start of the periodic pay¬ 
ments should be made agreeable to the borrower. An in¬ 
sured institution may arrange the first payment anywhere 
from six days to two calendar months from the date the 
note is made, but thereafter each payment should be made 
on a regular schedule figured from the date of the first 
payment. Although the time elapsing between the date of 
the note and the date set for the first payment may slightly 
increase the ratio of the charge to the amount outstanding 
on the debt over the maximum set in Regulation No. 3 or 
No. 22 (new dwelling loans), this will not affect the insur¬ 
ance coverage. 

Question No. 6b. 

What effect will the acceptance of payment in advance 
on a note have on its eligibility for insurance in respect of 
the maximum charge permitted by the Administrator? 

Answer. 

Where the prepayment is merely voluntary payment of an 
installment prior to due date, such payment shall not be 
construed as increasing the ratio provided for in Regula¬ 
tion No. 3 or No. 22 (new dwelling loans). However, if the 
entire balance outstanding on the note is paid in advance, 
the insured institution must make a rebate at a rate 
not less than 5% per annum on the amounts so paid in 
advance of their due dates, if the insured institution has 
taken the maximum charge permitted by the Administra¬ 
tor. If a lesser charge has been taken the rebate must be 
at not less than a proportional rate. The unearned por¬ 
tion of the original charge retained by the insured insti¬ 
tution represents compensation to it for making the loan 
and setting the transaction up on its books. This also is 
construed as conforming with Regulation No. 3 or No. 22. 

A simple formula for arriving at the minimum rebate re¬ 
quired is: 

Unmatured balanceX5% w N-f 1 
M X 2 

Note.—N-Number of period* anticipated. M -Number of payment* per 
year. "Unmntured balance*' doe* not include pa*t due amount*. Substitu¬ 
tion of any greater percentage for 5 % it encouraged. 

Regulation No. 7 

Applicable Only to Existing Structure Improvement Loans 

A loan or advance of credit or purchase of an obligation 
representing a loan or advance of credit not in excess of 
SIQ'OOO. exclusive of financing charges to the borrower, will 
be eligible for insurance if it is made to finance repairs, 
alterations . or improvements made after February 4 , 1938 
upon existing structures or in connection therewith, includ¬ 
ing the cost of architectural and engineering services if 
any. Such loan or advance of credit must be made on or 
after February 4 . 1938. 

Question No. 7a. 

Will loans made by an insured institution prior to Febru¬ 
ary 4. 1938 or obligations purchased by such an institution 
prior to such date, for the purpose of financing eligible 
transactions be eligible for insurance under Contracts of 
Insurance issued on and after February 4, 1938? 

Answer. 

No. Section 2 of Title I of the National Housing Act. as 
amended, was re-enacted and amended by the Congress and 
became effective on February 3, 1938 subject to certain 
limitations. As new Contracts of Insurance have been 
issued, only those loans, or purchases of obligations made on 
and after that date will be eligible for insurance under such 
contracts. Loans and advances of credit or purchases of 
obligations representing loans or advances of credit made 
for the purpose of refinancing existing obligations not pre¬ 


viously reported for insurance under these Regulations ore 
ineligible. 

Question No. 7b. 

What is the meaning of the term "existing structure" as 
used in the Regulation? 

Answer. 

An existing structure is a completed building which has or 
has had a distinctive functional use. The purpose of Sec¬ 
tion 2 of Title I as re-enactod and amended is to make credit 
available for the repair, alteration or improvement of exist¬ 
ing structures, and not for the purpose of completing unfin¬ 
ished buildings. The Act specifically requires that the struc¬ 
ture upon or in connection with which the proceeds of the 
loan arc to be expended be an existing one. 

Unless a complete structure exists upon the property 
upon which the proceeds of the loan arc to be expended, 
the loan will not be eligible for insurance. This docs not 
exclude a loan for the repair of a previously complete struc¬ 
ture which has been damaged but not substantially destroyed 
by deterioration, or flood. Are, or other casualty: nor the 
construction of an attached garage, or other attached struc¬ 
ture in connection with a completed house or other major 
building. It does, however, make ineligible loans for the 
purpose of finishing the erection of an Incomplete structure 
or the erection of a detached new structure. The device of 
erecting a minor structure first, such as a garage, and then 
obtaining an Insured loan not in excess of $10,000 for the 
erection or completion of a major structure, such as a house, 
cannot be approved under Title I as re-enacted and 
amended. 

Question No. 7a. 

If architectural and engineering services may be included 
as expenses which may be paid out of the proceeds of a 
loan, may not such other expenses as fire insurance and 
taxes also be included? 

Answer. 

No. Architectural and engineering expenses are as much 
a part of the cost of alterations, repairs and improvements 
as the wages of the labor employed. Expenses such as pos¬ 
sible increased fire insurance or taxes as a result of the 
work done are not costs of the Job. 

Question No. 7d. 

Will loans in the amount of $10,000 or less, for the purpose 
of financing the purchase and installation of equipment and 
machinery be eligible for insurance? 

Answer. 

No. Under Section 2 of Title I of the National Housing 
Act. as re-enacted and amended effective February 3, 1938. 
loans In the amount of $10,000 or less are specifically lim¬ 
ited to loans for the purpose of financing repairs, altera¬ 
tions. and improvements upon or in connection with exist¬ 
ing structures. Under the terms of the Act, therefore, only 
those loans involving repairs, alterations, and improvements 
upon or in connection with existing structures will be eligible 
for Insurance. Heating, plumbing, wiring and built-in air- 
conditioning and Are control systems are considered im¬ 
provements to existing structures, and are therefore eligible. 
Refrigerators, both commercial and domestic; washers, iron- 
ers. cooking stoves, both commercial and domestic: scale?, 
counters, bars, showcases, and so forth, which may have been 
previously eligible for purchase and installation are ineli¬ 
gible. 

Where any doubt exists as to the eligibility of a transaction 
which is to be financed with an Insured loon, the facts of 
the case, with descriptive material, should be submitted to 
the Administrator at Washington for a specific ruling. 

Regulation No. 8 
Applicable to All Loans 

Where a real estate mortgage , deed of trust , or a condi¬ 
tional sales contract, chattel mortgage or any other security 
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device has been used to secure the payment of loans for 
elidible purposes. the insured institution mat1 not both pro¬ 
ceed against such security and also make claim under its con¬ 
tract of insurance. but must elect which method it desires 
to pursue. If claim is made under the contract of insurance , 
such security device must be assigned. in its entirety, to the 
United States of America. If the security taken is non- 
as si enable, all rights in such security must be exhausted by 
the insured institution or the claim against the Adminis¬ 
trator reduced by the full face amount of the security taken 
before claim will be paid by the Administrator. 

Question So. 8a. 

What is the attitude of the Administrator to taking of se¬ 
curity on loans in excess of $2,500? 

Answer. 

Since loans in excess of $2,500 of the type provided for 
in the amendment to Title I of the Act involve a substan¬ 
tial sum, usual business precaution in the way of security 
should be taken. 

Question Ho. 8b. 

If a security instrument is taken should it be recorded? 

Answer. 

Yes. It is always good business practice to record secur¬ 
ity instruments in accordance with the law of the appro¬ 
priate jurisdiction. 

Regulation No. 9 
Applicable to All Loans 

A loan is not eligible for insurance if it is made to a 
borrower toho is delinquent, at the time the loan is made, 
as to cither principal or interest, with respect to an obli¬ 
gation owing to or insured by any department or agency 
of the Federal Government. The lending institution may 
rely upon the statement as appearing tn the borrower's 
signed credit statement in determining whether a loan com¬ 
plies with this regulation. 

Regulation No. 10 
Applicable to All Loans 

The question of the financial condition of the borrower is 
left to the reasonable judgment of the insured institution as a 
credit matter. The borrower must furnish the lending insti¬ 
tution a signed statement, approved as to form by the Ad¬ 
ministrator. which in the judgment of the insured institution 
shows the borrower to be solvent, with reasonable ability to 
pay the obligation and tn other respects a reasonable credit 
risk in view of the insurance provided by the National 
Housing Act. 

Question No. 10a. 

Does the Administrator Impose any minimum requirements 
as to the borrower's income or credit standing? 

Answer. 

The Credit Statement furnished by the borrower must 
reveal such facts as will clearly Indicate that he is solvent. 
It is felt that since insured institutions have by now had con¬ 
siderable experience in what heretofore was for many of 
them a totally new type of credit, such questions as the mini¬ 
mum income to be required of the borrower should be left to 
their discretion, since they arc undoubtedly more able to 
Judge the extrinsic factors surrounding each transaction 
which might make a loan advisable or inadvisable. The bor¬ 
rower s ability to repay is an important factor In determining 
whether credit should be extended. The most careful con¬ 
sideration should be given to this credit factor. 

Question No. 10b . 

If at a later date, an additional loon is made to the same 
WOTower. is it necessary that the lending institution obtain 
another Credit Statement? 


Answer. 

Yes. This Regulation makes it mandatory on the part 
of the lending institution to obtain a separate Credit State¬ 
ment in connection with each loan made in order to deter¬ 
mine whether there has been any change in the borrower's 
condition of solvency and ability to pay since the previous 
loan, and also in order to determine the eligibility of the 
use of the proceeds of the new loan. 

Question No. 10c. 

What if the maker of the note uses the proceeds for some¬ 
thing other than repairs, alterations, and improvements 
upon existing structures or the building of new structures 
as certified in the Credit Statement? 

Answer. 

So far as the insured institution Is concerned, if it acts 
in good faith. It can rely upon the statement of the borrower 
who signs the Credit Statement certifying that the entire 
proceeds will be used exclusively in payment for repairs, 
alterations, and improvements upon or In connection with 
existing structures or the building of new structures as cer¬ 
tified In the Credit Statement. The Administrator does not 
place upon the insured institution the burden of verifying 
the truth of any such statement. Even if such statements 
are investigated after the loan is made and found to be 
false, this will not affect in any way the eligibility of the 
note for Insurance. However, any borrower making such 
a false statement of misusing the funds, or any dealer, con¬ 
tractor. or lender who knowingly assists in such a violation, 
will be committing a Federal offense under the provisions 
of the National Housing Act. In all cases where the Insured 
institution discovers a material misstatement in the Credit 
Statement, or misuse of funds, it must promptly report 
such a discovery to the Administration. 

Regulation No. 11 
Applicable to All Loons 

If a note on its face complies with the requirements, and 
if the credit statement reveals the other facts necessary to 
make the loan eligible, these may be accepted as final and 
conclusive proof of eligibility and no further evidence will be 
required by the administrator . 

Question No. I la. 

What information should be revealed In the Credit State¬ 
ment? 

Answer. 

Tiie Credit Statement should give sufficient information 
about the borrower's income and credit standing and his 
ownership of the property, or if he Is a lessee, the expiration 
date of the lease in accordance with Regulation No. 1. It 
should also contain sufficient specific detailed information 
as to the purposes for which the proceeds of the loan are to 
be used to enable the insured institution to determine whether 
there Is a violation of Regulations governing the eligibility 
of a Title I loan. All questions should be answered and all 
information called for by the Credit Statement should be sup¬ 
plied. In connection with new dwelling loons, a Certificate 
of Conformance 1 b a part of the Credit Statement and must 
accompany the credit statement in order that the institution 
may determine whether the new dwelling conforms with the 
required minimum standards of the Administrator. 

Question No. lib. 

WiD the failure of the insured Institution to discover the 
falsity of the borrower's representations in his Credit State¬ 
ment make a note ineligible for Insurance? 

Answer. 

No. If the insured institution, after making the loan or 
purchasing the note in good faith, learns of the falsity of any 
material statement in the Credit Statement, this will not 
invalidate the insurance, but the facts of such discovery must 
be reported to the Federal Housing Administration promptly. 
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Question No. 11c . 

What action may be taken by the Administrator if In his 
opinion a high ratio of loss results from failure to exercise 
reasonable credit judgment? 

Answer. 

While the question of the financial condition of the bor¬ 
rower Is left to the reasonable Judgment of the insured in¬ 
stitution, should there be a high loss ratio, which, in the 
opinion of the Administrator, is due to a flagrant abuse of 
the insurance provisions, the Contract of Insurance may bo 
cancelled as to future business. 

Regulation No. 12 

Applicable Only to Loans Resulting in Excess of $2,500 to 
One Borrower 

Loans, advances of credit, or purchases of obligations rep- 
resenting loans or advances of credit , in excess of $2500 to 
any individual borrower, exclusive of financing charges, or 
any loan, advance of credit, or purchase which increases the 
amount outstanding to any individual borrower to an amount 
in excess of $2500 will be accepted for insurance only upon 
prior approval of the Administrator. 

Question No. 12a. 

Does this Regulation Include the outstanding balance, if 
any. on a loan or advance of credit obtained pursuant to the 
provisions of Title I of the National Housing Act in effect 
prior to February 4, 1938? 

Answer. 

No. The present limitation as to the prior approval of the 
Administrator on advances of credit in excess of $2,500 to 
any individual borrower applies only to such advances made 
after February 4, 1938. Regulation No. 9, however, provides 
that a loan is not eligible for Insurance if it is made to a bor¬ 
rower who is delinquent as to either principal or interest 
with respect to an obligation previously obtained pursuant 
to the provisions of the National Housing Act. 

Regulation No. 13 
Applicable to All Loans 

Eligible notes must be reported on the proper form to the 
Federal Housing Administration, Washington, D. C.. within 
31 days from the date of the note, or the date upon which it 
was purchased , In order to be covered by the insurance. All 
notes refinanced must likewise be reported within 31 days, on 
the proper form. In any case, the Administrator may, in his 
discretion , accept a late report. 

Regulation No. 14 
Applicable to All Loans 

Subject to Regulation No. 17. claim may be made only for 
loss sustained by the insured institution itself, and may 
iTiclude: 

<1) Net unpaid amount of advance actually made or the 
actual purchase price of the note, whichever is the lesser: 

(2) Uncollected earned interest (after default interest is 
not to be claimed at a rate to exceed 4% per annum and will 
be calculated to the date the claim is approved for payment); 

(3) Uncollected courts costs , including fees paid for issu¬ 
ing, serving and filing summons: 

(4) Attorney's fees not exceeding 15% of the amount col¬ 
lected on the defaulted note ; 

(5) Handling fee of $5 for each loan, if judgment is se¬ 
cured, plus 5% of amounts collected subsequent to return of 
unsatisfied property execution. 

Question No. 14a. 

On the following statement of facts, how much would an 
insured institution be entitled to as a claim under the Con¬ 
tract of Insurance? Suppose on a $1,000 three-year note, 
dated August 1 and payable in monthly installments of $27.78 
the maximum discount of $130.28 was taken. Payments were 
received as follows: The first five payments were made on 
the dates due; i. e., September 1, October 1, November X, De¬ 


cember 1. and January 1; the payment due February l was 
received 60 days late; i. e., April 1. No further payments 
were received and the insured institution matured the note, 
demanded payment of the full unpaid balance, brought suit, 
obtained Judgment, and property execution was returned 
unsatisfied. (It is not required that the institution do this 
before filing claim, but it is to its advantage to make every 
effort to collect the claim in order to preserve its Insurance 
reserve.) On July 1. $50 was collected. Nothing more was 
received, and claim for loss was made on the Administrator, 
which claim was approved for payment on August 1. 

Answer. 

In calculating claims, the date of default from which the 
institution is entitled to 4% interest is. in this Instance. 
March 1; 1. e„ the earliest date on which an installment was 
due and for which full payment was not received prior to the 
maturing of the note. Therefore, the above claim would 
include the following items: 


1. Charge for full term of loan. $130 28, 

This charge la to be prorated to the date of default. 

The proration u figured on the basis of the period 
elapsed from the date the note was executed until tho 
date of default as determined above. 

Charge prorated to date of default- $45.19 

Proceeds of loan (amount received by borrower) ($1.- 
000.00 — $130.28)... 860.72 

Total to date of default__014 01 

Less amount received In regular Installment*. __186.68 


Unpaid principal at time of default-- 748.23 

t* amount received other than In regular Install¬ 
ments _-____ 80 00 


Net unpaid principal_ 608.28 

2. Interest earned at 4% on $74823 from March 1 to 

July 1....... 10.00 

Interest earned at 4% on $60823 from July 1 to Au¬ 
gust 1 (date claim waa approved for payment)__ 2.37 

3. Uncollected court costa and dlaburacmenta___- 6.00 

♦. Attorney's fees, 16% of $60 (amount collected after 

default)_ 7.50 

6. Handling fee for securing judgment_„_ 5.00 

Handling fee of 5% of amount collected subsequent to 
unsatisfied property execution.__ 2.50 


Total amount to be paid-- - $731.60 


Question No. 14b. 

Docs the fact that the note provides for payment of in¬ 
terest at the full legal rate on the unpaid principal at 
some other rate than 4% after default resulting in a matur¬ 
ing of the entire balance of the obligation, affect the amount 
for which claim may be made? 

Answer. 

No. The Federal Housing Administrator assumes no con¬ 
trol over the rate of Interest to be charged to borrower 
after default in his payments if the whole obligation is 
matured, but uncollected interest earned after default will 
be paid by the Federal Housing Administrator only at the 
rate of 4%. calculated from the date of default to the data 
the claim is approved for payment. 

Question No. 14c. 

What is the meaning of the provision in Regulation No. 14 
that attorney’s fees not exceeding 15% of the amount col¬ 
lected on a defaulted note may be included in a claim under 
the Contract of Insurance? 

Answer. 

The Attorney's fees provided for in Regulation No. 14 are 
intended to cover the case of a note which has become 
in final default (a default which results in a claim being 
made under the Contract of Insurance) and it appears to 
the insured Institution to be necessary to put the note in 
the hands of an attorney for collection or suit. It is not 
intended to cover the cost of routine correspondence which 
may be carried on by an attorney because of occasional 
delinquencies. The late charge provided for in Regula¬ 
tion No. 4 is Intended to compensate the institution for 
expense of this kind. 




















415 


FEDERAL REGISTER, Tuesday, February 15, 1938 


Question No. 14d. 

Do attorney’s fees include fees paid to a collection agency 
or only actual payments to regular attorneys? 

Answer . 

Attorney’s fees for which claim may be made cover actual 
expenditures not exceeding 15% of the defaulted amount 
collected whether such fees have been paid to an attorney 
or to a collection agency employed by the insured Institution. 

Question No. lie. 

Suppose an insured Institution does not employ an outside 
attorney but has its own legal staff to effect collections. 
May it nevertheless make claim for attorney’s fees? 

Anstcer. 

Yes. An insured institution operating in this manner 
will be entitled to assess a proper proportion of the cost of 
maintaining its own legal staff, not exceeding 15% of the 
defaulted amount collected, as a claim for attorney's fees 
where actual collection work is carried on in this fashion. 

Question No. 14/. 

If a borrower is in default, and the note is put In the 
hands of an attorney for collection, who induces the bor¬ 
rower to agree to pay the amount outstanding if he is not 
called upon to pay attorney’s fees, may the insured institu¬ 
tion claim upon the Administrator for attorney's fees up to 
15% of the amount collected, after having thus waived any 
such right against the borrower? 

Answer. 

No. If the insured institution waives its claim against the 
borrower, it may not call upon the Administrator for pay¬ 
ment of such an item. 

Question No. 14g. 

On what basis will a claim be paid when an insured insti¬ 
tution does not advance the full amount of the note, but 
retains a part of the face amount as a hold-back or reserve 
or deducts the finance charge in advance? 

Answer. 

Since claim may be made only for loss sustained by the in¬ 
sured institution Itself, the amount of any reserve or hold¬ 
back, or of any unearned discount charge mast be shown on 
the Statement of Facts. If all charges have been calculated 
correctly, the insured institution would be entitled to the 
amount actually advanced by it, less the amount of payments 
received and plus the unpaid earned charge calculated on the 
amount actually advanced and the other items specifically 
allowed by Regulation No. 14. 

Regulation No. 15 
Applicable to All Loans 

Claim /or reimbursement for loss on a qualified note may 
be made to the Administrator after default on any install¬ 
ment. provided demand has been made upon the debtor for 
the full unpaid balance. 

For the purpose of this Regulation any payment received 
on an account , including payments on a Judgment predicated 
thereon, must be applied to the earliest unpaid installment 
and whenever any installment is six months tn arrears claim 
must be made within thirty-one days. 

In the case of yearly installment notes, whenever an install¬ 
ment is twelve months in arrears then claim must be made 
within thirty-one days. 

Upon presentation to him of the facts of a particular case 
within the allowable claim period prescribed in this regula¬ 
tion. the Administrator may, in his discretion, extend the time 
ivithin which claim must be made . 

The Administrator, in his discretion, may at any time or 
from time to time call for a report from any institution on 
the delinquency status of the obligations held by such insti¬ 
tution and reported to him for insurance. 


Question No. 15a. 

Assuming that a borrower defaults on the payment of two 
successive installments and then makes the equivalent of 
one full payment, either before or after Judgment has been 
obtained, what will be the permissible period within which 
to make claim? 

Answer. 

If the equivalent of a full installment is received prior to 
the expiration of the 6-month period, the amount of such 
payment should be credited to the Installment that first 
went into default and the 6-month period calculated from 
the date of the first following Installment remaining unpaid. 

For example: If the note calls for monthly payments of 
thirty < $30.00) dollars, due the first of each month, and the 
borrower defaults on his January, February. March, April, 
May. June and July installments, claim must be filed by the 
institution on or before August 1st. 

If the borrower had. however, defaulted on his January 
and February Installments but in March made a fifteen 
< $15.00) dollar payment and in April a twenty «$20.00) dol¬ 
lar payment, the total of these two payments (thirty-five 
dollars) would be credited back to the January Installment, 
which was the first one to be unpaid. In so doing the Jan¬ 
uary default is cured and the February 1st installment then 
becomes the first one in default and the six month period 
is calculated therefrom. 

Regulation No. 16 
Applicable to All Loans 

Claims must be made on forms provided by the Admin¬ 
istrator. They must be filled out completely a?id executed 
in duplicate by a duly qualified officer of the insured insti¬ 
tution. If the regulations have been complied with, pay¬ 
ment of the toss will be made upon audit of the claim and 
upon proper assignment to the United States of America, 
of the note upon which the loss occurred. together with any 
security taken to secure payment thereof. Any security or 
judgment taken must be assigned . and if any claim has 
been filed tn bankruptcy, insolvency or probate proceedings. 
such claim must likewise be assigned to the United States 
of America. 

Question No. 16a. 

In submitting statement of claim on defaulted notes there 
may be cases in which it would not be practicable to trans¬ 
mit all of the documents required, and if such is the case 
what provision will the Administrator make to facilitate 
payment of the claim? 

Answer. 

In any such case the Administrator will consider arrang¬ 
ing with the insured Institution for the submission of a 
proper transcript or copies sufficient to audit the claim ade¬ 
quately. with the understanding that the documents in 
question will be forwarded upon passing of the claim for 
payment. 

Question No. 16b . 

What form of assignment or endorsement must be used 
in transferring the evidence of the borrower's Indebtedness 
and the security taken on such indebtedness in the event 
of claim under the Contract of Insurance? 

Answer, 

The following form of assignment, should be used In 
assigning a note, judgment, conditional sales contract, chat¬ 
tel mortgage, or real estate mortgage in event of claim under 
the Contract of Insurance: 

Alt right, title and Interest of the undersigned is hereby assigned 
(without warranty, except that the note qualifies for Insurance) 
to the United State# of America. 


Financial Institution 

By--- 

Title_ 
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In lieu of the above, a note may be transferred by en¬ 
dorsement without recourse. 

Regulation No . 17 
Applicable to All Loans 

Subject to the limitation that his total liability which may 
be outstanding at any one time plus the amount ol claims 
paid in respect of all insurance heretofore and hereafter 
granted shall not exceed SI00.000.000. the Administrator, in 
accordance with Regulation No. 14. will reimburse any in¬ 
sured institution for losses sustained by it up to a total 
aggregate amount equal to 10 % of the total amount ad - 
vanccd by it during the time its contract of Insurance is in 
force, on all eligible obligations not previously reported for 
insurance, taken or purchased by it on and after February 4, 
1928 . end held by it. or on which it remains liable. 

If obligations previously retorted for insurance tinder 
contracts of insurance issued pursuant to the National 
Housing Act Amendments of 1938 approved February 3, 
1938, arc sold to another insured institution endorsed with 
or toithout recourse, the buying and selling institutions may 
agree, with the prior approval of the Administrator, to 
transfer all or any part of the insurance reserve standing 
to the credit of the selling institution, to the purchasing 
institution Where the parties agree to transfer an insur¬ 
ance reserve in excess of 10% of the actual purchase price 
of the obligations involved, or in excess of 10% of the 
net unpaid original advance on the obligations involved, 
iohichcvcr is the lesser, the entire insurance reserve trans¬ 
ferred may be used to pay only those claims arising out 
of defaults occurring in the transferred obligations. When 
the obligations so transferred have all been fully paid to 
the purchasing institution, it shall so notify the Adminis¬ 
trator. and any insurance reserve remaining unused shall 
thereupon revert to the institution from which U was origi¬ 
nally transferred . 

Where the parties agree to transfer an insurance reserve 
not in excess of 10% of the actual purchase price of the 
obligations involved , or not in excess of 10% of the net 
unpaid original advance on the obligations involved, which- 
ever is the lesser, the insurance reserve so transferred will 
be credited to the general reserve of the purchasing insti¬ 
tution in the absence of any agreement to the contrary 
between the purchasing and selling institutions. 

The transfer of insurance reserve in cases of merger or 
consolidation of two or more insured institutions wilt be 
provided for by the Administrator in accordance with the 
facts of the particular case. 

In all cases the reports required by Regulation No. 13 
must be filed and must indicate the intent of the parties 
with regard to the transfer of insurance reserve, and must 
show that no note to be transferred is delinquent more than 
one calendar month at the time of such transfer . 

Where the notes are transferred icithout recourse, guar¬ 
antee. or repurchase agreement and the reports do not indi¬ 
cate the intent of the parties, the insurance reserve will be 
transferred to the general reserve of the purchasing institu¬ 
tion on the basis of 10% of the actual purchase price of the 
obligations involved , or 10% of the net unpaid original ad¬ 
vance on the obligations involved, whichever is the lesser. 

Where the transfer of the obligations is with recourse or 
under a guarantee or purchase agreement and the required 
reports do not show the Intent of the parties, no insurance 
reserve will be transferred. 

The selling price on the transfer of an insured note be¬ 
tween insured institution will not affect the insurance on 
the note. The calculation of inured loss will be based on 
the original transaction of the institution first reporting the 
loan for insurance. 

The Administrator may at any time or from time to time 
call for such reports as he may deem to be necessary in con¬ 
nection with these regulations or he or his authorized repre¬ 
sentative may inspect the books or accounts of the lending 
institution as they pertain to the loans reported for in¬ 
surance. 


Question No. 17a. 

Where notes reported by one insured institution to the 
Federal Housing Administration for insurance arc pledged to 
another insured institution as security for a loan, will it be 
possible for the pledging institution to assign a part of its 
Insurance reserve to cover losses on the notes pledged in the 
hands of the pledgee? 

Answer. 

Yes. Such an assignment of the pledging institutions* in¬ 
surance reserve may be made with the prior consent of the 
Administrator. Requests for consent to the assignment 
should be accompanied by a signed agreement between the 
two institutions. 

Question No. 17b. 

Will any amounts salvaged by the Administrator, on a 
note for which an institution has been reimbursed under its 
Contract of Insurance, be added to the Insurance reserve 
remaining to the credit of the Insured Institution? 

Answer. 

No. Once a claim has been properly paid by the Admin¬ 
istrator the loan is transferred absolutely to him, and any 
amounts that may be collected thereon in no way accrue to 
the benefit of the insured Institution's insurance reserve. 

Regulation No. 18 
Applicable to All Loans 

New obligations to liquidate loans previously reported for 
insurance hereunder will be covered by insurance if they 
meet the requirements of these regulations. They must be 
reported on the proper form within 31 days from date of 
execution. 

Question No. 18a. 

Suppose the insured institution held a $600 discount note 
maturing in two years, the maximum discount permitted 
having been taken. At the end of the first year the bor¬ 
rower, having made payments totaling $300. comes in and 
explains that his circumstances have changed and he re¬ 
quests that he be allowed to make a new note for two 
years solely to liquidate the existing obligation, so that by 
spreading the remaining balance over a period of two 
years he could reduce the amount to be repaid monthly- 
how will this be figured and what will be the amount of the 
new note? 

Ansioer. 

There are two things the insured institution has to con¬ 
sider. First, how much is required to liquidate the existing 
note? Second, for what amount should the new note be 
written to yield the amount required to liquidate the un¬ 
paid balance of the existing note and provide for the proper 
finance charge on the new note? In the Instance cited, 
the borrower has repaid $300 and still owes $300. 

The insured institution must make a reasonable refund 
at a rate of not less than 5% per annum on the install¬ 
ments being refinanced. This would amount to a minimum 
rebate of $8.13 in the example given. The amount required 
to liquidate the existing note is then the difference between 
the unpaid face amount of the note—$300—and the rebate 
of $8.13. or $291.87. This is the same calculation the in¬ 
sured Institution would make if the borrower were seeking 
to pay off his obligation in cash Instead of by making a 
new loan. 

Referring to the Tables of Calculations, wc find that to 
finance $291.87 for two years would cost $29.54 and the new 
note would, therefore, be made for $321.41. The borrower's 
monthly Installments would be $13.39 for 24 months as con¬ 
trasted with his previous installments of $25 for remaining 
12 months of the original note. 

In no case, however, may the insurance period of all such 
loans exceed the maximum provided for in Regulation No. 5 
or No. 21 whichever may be applicable. 
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Question No, 18b. 

Is the amount of the new obligation added to the total 
amount of loans made by the insured institution in calcu¬ 
lating its insurance reserve? 

Answer. 

No. The original advance of credit was added to the total 
amount of loans made and is not deducted by reason of the 
fact that it Is being refinanced through a new note. The 
new note could not, therefore, also be added. 

Question No. 18c. 

Will an agreement to extend or defer payments on a note 
previously reported for insurance without rewriting the note 
affect the Insurance coverage on the note? 

Answer . 

No, subject to the terms of Regulation No. 15 and the fol¬ 
lowing limitations: 

1. The total cost to the borrower may not be increased, by 
any charge for the extension, over the maximum chargeable 
on the basis of the revised Schedule of Payments. It is of 
the utmost importance that this provision be adhered to as 
any deviation will be considered to invalidate the Insurance 
on the note. 

2. In no case will the insurance period of all such loans ex¬ 
ceed the maximum provided for in Regulation No. 5 or No. 
21 whichever may be applicable. 

3. Where extension charges are paid in advance, but the 
borrower does not fulfill his contract, the insured institution 
may retain only that portion of the charge actually earned, 
and if claim is made under the Contract of Insurance, the 
balance must be credited as a payment to principal. 

It will not be necessary for the institution to report exten¬ 
sion agreements under which the original note remains in 
effect unless claim is made, at which time the original agree¬ 
ment together with a report of collections thereunder must 
be furnished the Administrator. 

Regulation No. 19 
Applicable to All Loons 

When a lending Institution purchases an obligation repre¬ 
senting a loan or advance of credit for eligible purposes, or 
disburses the proceeds to one other than the borrower it must 
not so disburse the proceeds until it has obtained a comple¬ 
tion or installation certificate signed by the borrower . stating 
that the work has been done or the installation made . 

Question No. 19a . 

May an insured institution pay the proceeds of a note 
cither in full or by installments to the contractor, supplier, 
or anyone else to whom it is directed by written authoriza¬ 
tion of the borrower that payment be made? 

Answer. 

Yes, in fact, in many cases, this would be considered good 
practice to make sure that the proceeds are being used for 
eligible purposes as agreed. In such cases written authority 
signed by the borrower must first be obtained In addition 
to the installation or completion certificate. 

Regulation No. 20 

Applicable Only to New Structure Loans 

A loan, advance of credit, or purchase of an obligation 
representing a loan or advance of credit . net in excess of 
$2,500, exclusive of financing charges to the borrower and 
including the cost of architectural and engineering services , 
for the purpose of financing the building of a new structure 
wiU be eligible for insurance . provided, however , that if 
such new structure is intended for use . in whole or in part . 
for residential purposes, the following conditions arc com¬ 
plied with at the time the new structure is built; 

1. Foundations.—(a) All foundations be of masonry 
pier or wall construction. 


(b) Foundations shall be carried below the frost line pre¬ 
vailing in the neighborhood. 

(c) No wood construction shall be less than 18 inches from 
the ground in unexcavated portions, and 8 inches from the 
ground on the exterior. 

2. minimum lot size (upon which there is no other dwell¬ 
ing).—(a) Minimum area shall be 4,000 square feet with a 
mini mum frontage of not less than 40 feet, where public 
water supply and public sewer are available. 

(b) Minimum area shall be 7.500 square feet, where public 
water supply is available and private sewage disposal system 
(cesspool or septic tank) is used. 

(c) Minimum area shall be 20.000 square feet where both 
public water supply and public sewer arc not available. 

3. minimum floor area of the dwelling shall be 360 square 
feet. 

4. Windows .—(o> All habitable rooms including bathrooms 
must be provided with one or more windows to permit ade¬ 
quate natural light and ventilation. 

5. Water supply. —(a) When public water supply is avail¬ 
able connection shall be made to public water main. 

<b) When public water supply is not available a private 
water supply shall be on the property and may be a drilled, 
driven or dug well or a natural spring. 

6. Socage disposal. — (a) When public water supply and 
public sewers are available a bathroom shall be provided and 
running water shall be piped and connected to all fixtures 
and the kitchen sink and connection shall be made to public 
sewer main. 

lb) When public water supply is available but a public 
sewer Is not available a bathroom shall be provided and run¬ 
ning water shall be piped and connected to all fixtures and 
the kitchen sink and a cesspool or septic tank shall be 
installed. 

(c) When public water supply is not available the require¬ 
ments of a and b above are not applicable. 

7. Outdoor toilets. —Outdoor toilets will not be permitted oo 
lots less than 20.000 square feet in area. 

8. Fire insurance .—u») Fire insurance coverage must be 
obtained in an amount at least equal to the unpaid principal 
of the loan and must name the lending institution as bene¬ 
ficiary. In event of loss or damage the proceeds of such In¬ 
surance shall be payable to the lending institution and shall 
either be applied to the reduction of the unpaid balance of 
the loon or If the borrower desires to obtain the use of such 
proceeds for the purpose of repairing or reconstructing the 
damaged structure the lending institution may release such 
proceeds to the borrower for such purpose. 

ib) The cost of such insurance may be In addition to the 
maximum finance charge to the borrower permitted in Regu¬ 
lation No. 22. but in no event may such cost be Included in 
the net proceeds advanced to the borrower. 

9. Collateral. — (a) Collateral security for the loan must be 
obtained in the form of a mortgage or deed of trust cover¬ 
ing the property improved by such new structure and must 
be recorded in accordance with the applicable laws of the 
Jurisdiction. Such mortgage or deed of trust may be subject 
to outstanding liens, Including mechanics' and material- 
men's liens, but not including any other liens arising out 
of. or created in connection with the construction for which 
the loan or advance was made. At the time of making the 
loan or advance of credit the institution must obtain and 
may accept without further investigation the certification 
of the borrower that there will be no prior obligations aris¬ 
ing out of or created in connection with financing the build¬ 
ing of the structure and that any mechanics' and material- 
men's liens created in connection with the construction for 
which the loan or advance was made will be satisfied in 
full upon completion of the structure. Recording fees may 
be in addition to the maximum finance charge to the bor¬ 
rower permitted in Regulation No. 22, but in no event may 
such cost be included in the net proceeds advanced to the 
borrower. 
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10. Exceptions.— The above conditions may be varied un¬ 
der special circumstances and in certain areas upon prior 
approval of the Administrator. 

Question No, 20a, 

Will a loan, advance of credit, or purchase of an obliga¬ 
tion representing a loan or advance of credit for the pur¬ 
pose of financing the building of a new structure, the 
building of which was commenced prior to February 4. 
1938. be eligible for insurance? 

Answer. 

No. Only those loans or purchases of obligations made 
on and after February 4 , 1938, to finance the building of 
new structures, the erection of which started after that 
date, will be eligible for insurance. 

Question No, 20b, 

By what means may an institution determine whether the 
conditions necessary for the eligibility of a new structure for 
residential purposes complies with the requirements set forth 
In this Regulation? 

Answer, 

The borrower must furnish the lending institution a signed 
Certificate of Conformance, approved as to form or supplied 
by the Administrator, clearly stating the necessary informa¬ 
tion from which the institution can determine whether there 
is conformance with the required conditions set forth in this 
Regulation and that there will be no prior obligations arising 
out of or created in connection with financing the building 
of the structure and that any mechanics' and materialmens' 
liens created in connection with the construction for which 
the loan or advance was made will be satisfied in full upon 
completion of the structure. 

The lending institution may rely upon the statements made 
by the borrower on his signed Certificate of Conformance and 
need not make any further investigation. 

Question No, 20c, 

What type of new structures other than those designed in 
w hole or in part for residential purposes arc eligible for build¬ 
ing with the proceeds of an insured loan as contemplated by 
this Regulation? 

Answer. 

Any building having a distinct functional use and which 
represents an improvement to the realty may be built with 
the proceeds of an insured loan. Examples of such buildings 
are barns, wayside stands, garages, and similar rural, com¬ 
mercial or industrial buildings. 

Reputation No. 21 

Applicable Only to Loans for New Structures for Residential 

Use 

Loans or advances of credit , or purchases of obligations 
representing loans or advances of credit, not in excess of 
$2.500, exclusive of financing charges to the borrower, 
and including the cost of architectural and engineering 
services . if any , for the purpose of financing the building 
of new structures intended for use, in whole or in part, 
for residential purposes will be eligible for insurance if they 
have a final maturity not in excess of ten years and thirty- 
two days. 

Regulation No. 22 

Applicable Only to Loans for New Structures for Residential 

Use 

A note for residential construction will be eligible for 
insurance only if the total payment to be made by the bor¬ 
rower for interest , discount and fees of all kinds <except 
fire insurance costs or recording fees as authorized in Regu¬ 
lation No. 20) in connection with the transaction is not 
in excess of an amount equivalent to $2.50 discount for 
$100 original face amount of a one year note to be paid 
in equal monthly installments, calculated from the date 
of the note. This charge is a permitted maximum and 
not a mandatory rate, and a loan at any lower rate is 


eligible for insurance . and such charge correctly based on 
tables of calculation issued by the Federal Housing Ad¬ 
ministrator is deemed to comply with this regulation. 

Norn—The terms of all questions and answers under Regula¬ 
tion No. 3 herein are applicable to this Regulation as If set forth 
hereunder, provided, however, that all figures are amended to 
conform with the maximum charge permitted by this Regula¬ 
tion. The resultant ratio between the total charge and the 
average amount outstanding on the debt is 0068959 on loans for 
financing the building of new structures for use In whole or in 
pan for residential purposes. Thus, the following gross charge 
and discount factors are applicable: 
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The Regulations and Questions and Answers contained 
herein are hereby declared to be effective as of the date 
hereof, and shall have the same force and effect as if in- 
eluded in and made a part of each Contract of Insurance 
issued beginning February 4. 1938. The Questions and An¬ 
swers shall have the same force and effect as the Regulations 
interpreted thereby. 

Stewart McDonald, 
Federal Housing Administrator . 

February 4. 1938. 

|P. n. Doc. 38-470; Piled. February 13.1938; 10:24 a. ra.| 
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Administrative Rules 

SECTION I—APPROVAL OF MORTGAGEES 

1 The following Institutions are hereby approved as 
mortgagees under Section 203 (b) of the National Housing 
Act: 

fa> National Mortgage Associations, 

<b> Federal Reserve Banks. 

<c) Federal Home Loan Banks, 

<d) Reconstruction Finance Corporation, 

(e) RFC Mortgage Company, 

</> any other Federal, State or municipal govern¬ 
mental agency that is or may hereafter be empowered 
to hold mortgages insured under Title n of the National 
Housing Act as security or as collateral or for any other 

purpose. 

No. 32-3 


2. Members of the Federal Reserve System, of the Fed¬ 
eral Home Loan Bank System, and institutions whose de¬ 
posits are insured by the Federal Deposit Insurance Corpo¬ 
ration will be approved as mortgagees upon application. 

3. Any charitable or nonprofit organization which presents 
evidence that it is responsible, has permanent funds of not 
less than one hundred thousand dollars ($100,000), and has 
experience in mortgage Investment, may be approved upon 
application. 

4. Any other institution not hereinbefore mentioned will 
be approved as a mortgagee upon application if it has the 
following qualifications and meets the following conditions 
to the satisfaction of the Administrator: 

(а) it is a chartered institution or other permanent or¬ 
ganization having succession; 

<b) it is subject to the inspection and supervision of a 
governmental agency; or If not subject to Inspection and 
supervision by a governmental agency, it shall submit an 
Independent detailed audit of its books made by an ac¬ 
countant satisfactory to the Administrator and reflecting 
a condition satisfactory to him, and also, so long as its ap¬ 
proval as a mortgagee continues, shall file with the Ad¬ 
ministrator similar audits at least once in each calendar 
year and submit at any time to such examination of its 
books and affairs as the Administrator may require, and 
comply with any other conditions that the Administrator 
may impose 

(c) its principal activity is lending on or investing in 
mortgages, funds which are under its own control: and it 
has sound capital funds properly proportioned to its liabil¬ 
ities and to the character and extent of Its operations, 
which funds shall be of a value of not less than one hun¬ 
dred thousand dollars ($100,000): provided, that this 
qualification and condition as to the mi nimum amount of 
capital funds shall not apply. 

(1) to an Institution or other permanent organization 
subject, to the Inspection and supervision of a govern¬ 
mental agency, or 

(2> to an institution or other permanent organization 
that establishes to the satisfaction of the Administrator 
that It is a duly authorized loan correspondent of. and if 
its approval is requested by, an approved mortgagee or 
assignee which lends on. or invests in, mortgages on a 
national scale and Is subject to the inspection and super¬ 
vision of a governmental agency, on the condition that 
the termination of its relationship as such correspond¬ 
ent will be cause (subject to the provisions of subsection 

(б) of this section) for withdrawal of its approval as an 
approved mortgagee and on the further condition that 
the correspondent institution and the institution for 
which it is authorized to act shall agree to notify 
promptly the Administrator of the termination of such 
relationship; and 

(d) if it is not subject to the inspection and supervision 
of a governmental agency, it shall submit an agreement 
In writing: (1) that so long as it continues to be approved 
as a mortgagee, it will not issue any mortgage participating 
certificates on which it assumes personal liability, or 
issue any guaranty with respect to principal or Interest of 
any mortgage, except that any such obligations outstanding 
on the date of the application of such institution may 
thereafter be renewed; and <2) that it will segregate all 
monthly payments under mortgages insured by the Ad¬ 
ministrator. received by it on account of ground rents, 
taxes, assessments, and insurance premiums, and will 
deposit such funds in a special account, or accounts, with 
some banking institution which is subject to the inspec¬ 
tion and supervision of a governmental agency and shall 
use such funds for no purpose other than that for which 
they were received. 

5. Approval as a mortgagee under this section, of a bank¬ 
ing institution or trust company which is subject to the in¬ 
spection and supervision of a governmental agency, Mmil be 
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deemed to constitute approval of such Institution or com¬ 
pany when lawfully acting in a fiduciary capacity in invest¬ 
ing fiduciary funds which are under its individual or Joint 
control* Upon termination of such fiduciary relationship, 
whether by revocation or otherwise, any insured mortgages 
held in the fiduciary estate shall be transferred to a mort¬ 
gagee approved under this or the succeeding section and the 
fiduciary relationship must be such as to permit such 
transfer. 

Nothing in this section shall be construed to permit the 
sale to the general public of instruments representing the 
beneficial interest in all or part of one or more insured 
mortgages. 

6. Approval of an institution as a mortgagee may be with¬ 
drawn at any time by notice from the Administrator. In 
the discretion of the Administrator, the transfer of an in¬ 
sured mortgage to a mortgagee not approved to act under 
this or the succeeding section, or the failure of a mortgagee 
not subject to the inspection and supervision of a govern¬ 
mental agency, to segregate all funds received from mort¬ 
gagors on account of ground rents, taxes, assessments, and 
insurance premiums, and to deposit such funds in a special 
account, or accounts, with some banking institution which is 
subject to the inspection and supervision of some govern¬ 
mental agency, or the use of such funds for any purpose 
other than that for which they were received will be cause 
for withdrawal of approval. Withdrawal of approval will 
in no case affect the insurance on mortgages theretofore 
accepted for insurance. 

SECTION H— APPROVAL OF ACCEPTABLE ASSIGNEES 

1. The Administrator will upon application approve a char¬ 
tered institution or other permanent organization as an 
acceptable assignee if such institution or organization meets 
the following conditions to the satisfaction of the Adminis¬ 
trator: 

<a) R is a corporation or other permanent organization 
having succession; 

<b) it has sound capital funds of not less than $100.t>00: 

<c) it is subject to the inspection and supervision of a 
governmental agency: 

<d> its investments in mortgage loans are intended for 
its own portfolio; and 

(e) its facilities are such that it will be able properly to 
service mortgages held by It. 

2. Such an acceptable assignee shall be entitled to acquire 
insured mortgages from approved mortgagees by assignment 
after the execution and insurance of such mortgages, and to 
hold such mortgages without Invalidating the insurance 
thereof, and to service them while so held. An acceptable 
assignee is not authorized to initiate insured mortgage loans 
originally or to apply for the insurance of mortgages under 
Section 203 (a) of the National Housing Act; but shall in 
all other respects be considered as included in the term 
“mortgagee" os used in these Administrative Rules and the 
Regulations of the Federal Housing Administrator. 

3. Approval of an institution as an acceptable assignee may 
be withdrawn at any time by notice from the Administra¬ 
tor. Except in individual cases, approved by the Adminis¬ 
trator. transfer of an insured mortgage to a mortgagee not 
approved to act under this or the preceding section will be 
cause for withdrawal of approval. Withdrawal of approval 
will in no case affect the insurance on mortgages theretofore 
accepted for insurance. 

SECTION m—APPLICATION AND COMMITMENT 

1. Any approved mortgagee may submit an application for 
insurance of a mortgage about to be executed, or of a mort¬ 
gage already executed. 

2. The application must be made upon a standard form 
prescribed by the Administrator. 

3. The application must be accompanied by the mort¬ 
gagee's check for a sum computed at a rate of three dollars 
($3) per thousand dollars ($1,000) of the original principal 


amount of the mortgage loan applied for. to cover the costs 
of appraisal by the Administrator, but in no case shall such 
sum be less than ten dollars ($10). If an application is re¬ 
fused without an appraisal being made by the Administrator, 
the fee will be returned to the applicant but no portion of 
the fee will be returned after appraisal or on account of any 
difference between the amount applied for and the amount 
approved for insurance. 

If, after insurance, the outstanding principal amount of 
an insured mortgage is increased either by amendment or 
by the substitution of a new insured mortgage, the fee 
herein provided for shall be based upon the amount of 
such increase but in no case shall be less than ten dollars 
($ 10 ). 

The Administrator may agree on fees different from thase 
fixed in this subsection in cases where substantially all resi¬ 
dential mortgages and real estate owned or held by an 
approved mortgagee arc examined for mortgage insurance 
as one operation. 

4. Upon approval of an application, acceptance of the 
mortgage for insurance will be evidenced by the issuance 
of a commitment setting forth, upon a form prescribed by 
the Administrator, the terms and conditions upon which 
the mortgage will be insured. 

SECTION IV—ELIGIBLE MORTGAGES 

To be eligible for Insurance— 

1. The mortgage must be executed upon a form approved 
by the Administrator for use in the jurisdiction In which 
the property covered by the mortgage Is situated, by a 
mortgagor with the qualifications hereinafter set forth in 
Section V. must be a first lien upon property that conforms 
with the property standards prescribed by the Administra¬ 
tor. and the entire principal amount of the mortgage must 
have been disbursed to, or for the account of. the mortgagor. 

2. The mortgage should involve a principal obligation 
in an amount of one hundred dollars ($100) or multiples 
thereof but must not exceed sixteen thousand dollars 
($16,000) and must not exceed eighty per centum (80%) 
of the appraised value of the property as of the date the 
mortgage is accepted for insurance except under the fol¬ 
lowing circumstances: 

(a) If the amount of the mortgage does not exceed 
$5400 and there is located upon the property a dwelling 
designed principally for a single family residence, the con¬ 
struction of which 

(1) Is begun after February 3, 1938. and which is ap¬ 
proved for mortgage insurance prior to the beginning 
of construction, or 

(2) the construction of which was begun after Janu¬ 
ary 1. 1937, and before February 3. 1938, and which at 
the time the mortgage is accepted for insurance has not 
been sold or occupied since completion. 

Such mortgage may exceed 80%, provided at the time the 
mortgage is insured the mortgagor is the owner and occu¬ 
pant and has paid on account of the property at least 
10% of its appraised value, in cash or its equivalent, but 
must not exceed 90% of the appraised value of the prop¬ 
erty as of the date the mortgage is accepted for insurance. 

<b) If the amount of the mortgage does not exceed 
$8600 and the property complies with all of the conditions 
set forth in paragraph (a) above, except as to the amount 
of the mortgage, and has an appraised value (as of the 
date the mortgage is accepted for insurance) in excess of 
$6000. the amount of such mortgage must not exceed 90% 
of $6000 of such value, plus 80% of the balance of such 
value. 

3. The mortgage should come due on the first of a month 
and must have a maturity satisfactory to the Administrator, 
not to be less than four nor more than twenty years from 
the date of insurance, except that until July 1. 1939 a mort¬ 
gage of the character described in paragraph 2 (a) of this 
section may have a maturity satisfactory to the Adminis¬ 
trator, not more than twenty-fivo years from the date of 
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insurance. The amortization period should be either 5, 8. 

10. 12. 15. 17. 19 or 20 years by providing for either 60. 
96. 120. 144, 180, 204. 228 or 240 monthly amortization pay¬ 
ments except that as to mortgages of the character described 
in paragraph 2 (a) of this section such period may also be 
cither 24 or 25 years by providing for 288 or 300 monthly 
amortization payments. 

4. The mortgage may bear interest at such rate as may 
be agreed upon between the mortgagee and the mortgagor, 
but in no case shall such interest rate be in excess of five 
per centum (5%) per annum. Interest shall be payable in 
monthly installments on the principal then outstanding. 

5. The mortgage must contain complete amortization pro¬ 
visions satisfactory to the Administrator, requiring monthly 
payments by the mortgagor not in excess of his reasonable 
ability to pay as determined by the Administrator. The 
sum of the principal and interest payments in each month 
shall be substantially the same. 

6. The mortgage may provide for monthly payments by 
the mortgagor to the mortgagee of an amount equal to one- 
twelfth <%) of the annual mortgage insurance premium 
payable by the mortgagee to the Administrator. Such pay¬ 
ments shall continue only so long as the contract of insur¬ 
ance shall remain in effect. The mortgage should provide 
that upon the payment of the mortgage before maturity, 
the mortgagor shall pay the adjusted premium charge re¬ 
ferred to in Article HI. section 2. of the Regulations, but 
shall not provide for the payment of any further charge on 
account of such prepayment. 

7. The mortgage shall provide for such equal monthly pay¬ 
ments by the mortgagor to the mortgagee as will amortize 
the ground rents, if any. and the estimated amount of all 
taxes, special assessments, if any. and fire and other hazard 
insurance premiums, within a period ending one month prior 
to the dates on which the same become delinquent. The 
mortgage shall further provide that such payments shall be 
held by the mortgagee in a manner satisfactory to the Ad¬ 
ministrator, for the purpose of paying such ground rents, 
taxes, assessments, and insurance premiums, before the same 
become delinquent, for the benefit and account of the mort¬ 
gagor. The mortgage must also make provision for adjust¬ 
ments in case the estimated amount of such taxes, assess¬ 
ments. and insurance premiums shall prove to be more, or 
less, than the actual amount thereof so paid by the mortgagor. 

8. All monthly payments to be made by the mortgagor to 
the mortgagee as hereinabove provided, in subsections 4 to 7. 
inclusive, shall be added together and the aggregate amount 
thereof shall be paid by the mortgagor each month in a single 
jaiyment. The mortgagee shall apply the same to the follow¬ 
ing Items of the order set forth: 

(a) premium charges under the contract of Insurance; 
ground rents, taxes, special assessments, and fire and 

other hazard insurance premiums; 

(c) interest on the mortgage; and 

(d) amortization of the principal of the mortgage. 

Any deficiency in the amount of any such aggregate 
monthly payment shall, unless made good by the mortgagor 
prior to. or on. the due date of the next such payment, con¬ 
stitute an event of default under the mortgage. 

9. The mortgage may provide for a charge by the mort¬ 
gagee of a "late charge", not to exceed two (2) cents for 
each dollar of each payment more than fifteen (15) days in 
arrears, to cover the extra expense involved in handling 
delinquent payments. 

10. The mortgagor must pay to the mortgagee, upon the 
execution of the mortgage, a sum that will be sufficient to 
pay the ground rents, if any, and the estimated taxes, special 
assessments, and fire and other hazard insurance premiums 
for the period beginning on the date to which such ground 
rents, taxes, assessments, and insurance premiums were last 
paid and ending on the date of the first monthly payment 
under the mortgage and may be required to pay a further 
sum equal to the first annual mortgage insurance premium, 
plus an amount sufficient to pay the mortgage insurance 


premium from the date of closing the loan to the date of 
the first monthly payment. 

11. The mortgagee may charge the mortgagor the amount 
of the appraisal fee provided for In subsection 3 of Section HI 
and an Initial service charge to reimburse itself for the cost 
of closing the transaction. Such service charge shall not 
exceed one per centum (1%) of the original principal amount 
of the mortgage or a charge of twenty dollars ($20), which¬ 
ever is the greater, except that in cases of property under 
construction or to be constructed where the mortgagee makes 
partial disbursements and inspections of the property during 
the progress of construction, such initial service charge may 
be In an amount not in excess of two and one-half per centum 
(2^4%J of the original principal amount of the mortgage 
or a charge of fifty dollars ($50). whichever Is the greater. 

12. In addition to the charges hereinbefore mentioned, the 

mortgagee may collect from the mortgagor only recording 
fees and such appraisal fees and cost of title search as are 
approved by the Administrator. Nothing in this and the 
preceding subsection shall be construed os prohibiting the 
mortgagor from dealing through a broker, who docs not 
represent the mortgagee, if he prefers to do so. and paying 
the broker such compensation os is satisfactory to the 
mortgagor, • 

13. The mortgage must be executed with respect to a 
project which, tn the opinion of the Administrator, is eco¬ 
nomically sound. 

14. On and after July 1. 1939, no mortgages will be in¬ 
sured except mortgages 

(1) that cover property which Is approved for mort¬ 
gage Insurance prior to the completion of the construction 
of such property, or 

(2) that cover property, the construction of which was 
commenced after January I, 1937. and was completed 
prior to July 1. 1939. or 

(3) that cover property which had been previously 
covered by a mortgage insured by the Administrator. 

SECTION V—ELIGIBLE MORTGAGORS 

1. A mortgagor must establish that after the mortgage 
offered for Insurance has been recorded, the mortgaged prop¬ 
erty will be free and clear of all liens other than such mort¬ 
gage and that there will not be outstanding any other unpaid 
obligation contracted In connection with the mortgage trans¬ 
action or the purchase of the mortgaged property, except 
obligations which are secured by property or collateral owned 
by the mortgagor independently of the mortgaged property. 

2. A mortgagor must establish that the periodic payments 
required in the mortgage submitted for Insurance bear a 
proper relation to his present and anticipated income and 
expenses. 

3. A mortgagor must have a general credit standing satis¬ 
factory to the Administrator. 

4. A mortgagor is not restricted as to place of residence 
and need not be the occupant of the property covered by 
the mortgage, except where the principal obligation of the 
mortgage exceeds 80% of the appraised value under the 
conditions set out at Section IV, subsection 2 (a) and <t» 
above. 

SECTION VI—ELIGIBLE PROPERTIES 

1. A mortgage to be eligible for Insurance must be on 
real estate held in fee simple, or on leashold under a lease 
for not less than ninety-nine (99) years which is renewable, 
or under a lease with a period of not less than fifty (50) 
years to run from the date the mortgage is executed. 

2. At the time a mortgage is insured there must be located 
on the mortgaged property a dwelling unit designed princi¬ 
pally for residential use for not more than four families. 
Such unit may be connected with other dwellings by a party 
wall or otherwise. 

3. The buildings on the mortgaged property must conform 
with the standards prescribed by the Administrator. 

4. The mortgaged property. If otherwise acceptable to the 
Administrator, may be located in any c ommuni ty where the 
housing standards meet the requirements of the Adminis¬ 
trator. 
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SECTION YU 

These Administrative Rules are effective as to all mort¬ 
gages on which a commitment to insure is issued to an ap¬ 
proved mortgagee on or after February 15, 1938. 

Issued at Washington, D. C., February 4. 1938. 

Stewart McDonald, 

• Federal Housing Administrator . 


Regulations 
article x 

These Regulations may be cited and referred to as ‘'Regu¬ 
lations of the Federal Housing Administrator for Mutual 
Mortgage Insurance under Section 203 of the Nationaf Hous¬ 
ing Act, as amended, revised February 15. 1938.” 

ARTICLE n— DEFINITIONS 

As used in these Regulations— 

1. The term “Administrator” means the Federal Housing 
Administrator. 

2. The term “Act” means the National Housing Act. 

3. The term “mortgage” means such a first lien upon real 
estate as is commonly given to secure advances on, or the 
unpaid purchase price of, real estate under the laws of the 
Jurisdiction where the real estate Is situated, together with 
the credit instruments, if any. secured thereby. 

4. The term “insured mortgage” means a mortgage which 
has been insured by the endorsement of the Administrator. 

5. The term “mortgagor” means Vhc original borrower un¬ 
der a mortgage and his heirs, executors, administrators, and 
assigns. 

6. The term “mortgagee” means the original lender un¬ 
der a mortgage and its successors and such of its assigns as 
are approved by the Administrator, 

7. The term “contract of insurance” means the endorse¬ 
ment of the Administrator upon the credit instrument given 
in connection with an insured mortgage, incorporating by 
reference these Regulations. 

ARTICLE m—PREMIUMS 

1. The mortgagee shall pay to the Administrator an annual 
mortgage insurance premium equal to one-half of one per 
centum <V4%) of the average outstanding principal obliga¬ 
tion for the twelve-month period following the date on which 
such premium becomes payable, and calculated in accordance 
with the amortization provisions without taking into account 
delinquent payments or prepayments, except that such pre¬ 
mium charge shall be one-quarter of one per centum <Y 4 %) 
per annum on such outstanding principal if at the time the 
mortgage is insured, it meets the following conditions: 

(а) It has a principal obligation not to exceed $5400 
and not to exceed 90% of the appraised value of the prop¬ 
erty and is accepted for insurance after February 3. 1938, 
and prior to July 1, 1939, and 

(б) It covers property upon which there is located a 
dwelling designed principally for a single family residence, 

(1) the construction of which is begun after February 
3. 1938, and which is approved for mortgage insurance 
prior to the beginning of construction, or 

(2) the construction of which was begun after January 
1, 1937, and prior to February 3, 1938, and which at the 
time the mortgage is accepted for insurance has not been 
sold or occupied since completion; and 

(c) It Is made by a mortgagor who is the owner and 
occupant of the property and who has paid on account of 
the property at least 10% of its appraised value in cash or 
its equivalent. 

The first such premium is to be paid on the date on which 
such insurance becomes effective by endorsement and shall 
be calculated on the average outstanding principal balance 
for the year beginning with a day thirty (30) days prior to 
the date of the first monthly payment. Until the mortgage 
is paid in full or the mortgaged property is acquired by the 
Administrator as hereinafter set forth, or until the contract 


of insurance is otherwise terminated, as hereinafter provided 
the next and each succeeding premium shall be paid an¬ 
nually thereafter on the anniversary of such day. and the 
amount of the second premium payment will be adjusted 
accordingly. Such premiums shall be paid either in cash 
or debentures Issued under Title II of the National Housing 
Act at par plus accrued interest. 

The provisions of this section, except in so far as they 
relate to a premium charge of less than one-half of one per 
centum <Vfc%) on such outstanding principal, shall also 
apply to mortgages insured prior to the date of these Regu¬ 
lations, but only in respect to premiums payable after Feb¬ 
ruary 3, 1938. 

2. In the event that the principal obligation of any mort¬ 
gage accepted for Insurance is paid in full prior to maturity, 
the mortgagee shall within thirty (30) days thereafter notify 
the Administrator of the date of prepayment and shall pay 
to the Administrator an adjusted premium charge of one per 
centum (1%) of the original principal amount of the prepaid 
mortgage, except that If at the time of such prepayment 
there is placed on the mortgaged property a new insured 
mortgage in an amount less than the original amount of the 
prepaid mortgage, such adjusted premium shall be one per 
centum (1%) of the difference in such amounts. 

In no event shall the adjusted premium exceed the aggre¬ 
gate amount of premium charges which would have been 
payable If the mortgage had continued to be insured until 
maturity. 

No adjusted premium shall be due or payable in the fol¬ 
lowing cases: 

(a) where at the time of such prepayment there is 
placed on the mortgaged property a new Insured mort¬ 
gage for an amount equal to or greater than the original 
principal amount of the prepaid mortgage; or 

(b) where the final maturity specified in the mortgage 
is accelerated solely by reason of partial prepayments 
made by the mortgagor which do not exceed in any one 
calendar year fifteen per centum (15%) of the original 
face amount of the mortgage; or 

(c) where the final maturity specified in the mortgage 
is accelerated solely by reason of payments to principal to 
compensate for (1) damage to the mortgaged property, or 
(2) a release of a part of such property if approved by 
the Administrator; or 

(d) where payment in full is made of a delinquent mort¬ 
gage on which foreclosure proceedings have been com¬ 
menced, or for the purpose of avoiding foreclosure, if the 
transaction is approved by the Administrator. 

Upon such prepayment the contract of insurance shall 
terminate. 

3. If at the time of prepayment a new insured mortgage Ls 
placed on the same property, the Administrator will refund 
to the mortgagee for the account of the mortgagor an amount 
equal to the pro rata portion of the current annual mort¬ 
gage insurance premium theretofore paid, which is appli¬ 
cable to the portion of the year subsequent to such pre¬ 
payment. 

ARTICLE IV—INSURANCE ENDORSEMENT 

1. Upon compliance, satisfactory to the Administrator, 
with the terms of his commitment to insure, the Adminis¬ 
trator will endorse the original credit instrument in form 
as follows: 

No._ 

Insured under the 
National Housing Act 
And Regulation* of the 
Federal Housing Administrator 
For Mutual Mortgage Insurance 
Dated November 1, 1934 

as amended _...— 

FEDERAL HOUSING ADMINISTRATOR 

By.. 

Authorized agent 
Date_ 
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The mortgage shall be an insured mortgage from the date 
of such endorsement. The Administrator and the mortgagee 
shall thereafter be bound by these Regulations with the same 
force and to the same extent as if a separate contract had 
been executed relating to the insured mortgage, including 
the provisions of these Regulations and of the National 
Housing Act. 

ARTICLE V—CLASSIFICATION Of MORTGAGES 

1. Insured mortgages shall be so classified in groups that 
the mortgages in any group shall Involve substantially similar 
risk characteristics. 

2. Premium charges received for the insurance of any mort¬ 
gage, appraisal and other fees, the receipts derived from the 
property covered by the mortgage and claims assigned to the 
Administrator in connection therewith, and all earnings on 
the assets of the group account shall be credited to the ac¬ 
count of the group to which the mortgage Is assigned. 

3. The principal of. and interest paid or to be paid on. 
debentures issued in exchange for any property, payments 
made or to be made to the mortgagee and mortgagor, and 
expenses incurred in the handling of the property covered by 
the mortgage and in collection of claims assigned to the 
Administrator in connection therewith, shall be charged to 
the account of the group to which such mortgage is assigned. 

ARTICLE VI—RIGHTS AND DUTIES OF AN APPROVED MORTGAGEE UNDER 
THE CONTRACT OF INSURANCE 

X. The Administrator shall terminate the insurance as to 
any group of mortgages 

(a) when he shall determine that the amounts to be dis¬ 
tributed as hereinafter set forth to each mortgagee under 
an outstanding mortgage assigned to such group are suffi¬ 
cient to pay off the unpaid principal of each such mortgage; 
or 

(b) when all the outstanding mortgages in any group 
have been paid. 

Upon such termination, the Administrator shall charge the 
group account with the estimated losses arising from trans¬ 
actions relating to that group, shall transfer to the General 
Reinsurance Account an amount equal to 10 per centum of 
the total premium charges theretofore credited to such group 
account, and shall distribute to the mortgagees, for the bene¬ 
fit and account of the mortgagors of the mortgages assigned 
to such group, the balance remaining in such group in such 
proportions as may be equitable as among such mortgages 
and in accordance with sound actuarial and accounting 
practice. 

2. The mortgagee shall accept such payment and apply it 
on account of the obligation, if any. of the mortgagor under 
the insured mortgage and distribute the balance, if any. to 
the mortgagor. If such payment is sufficient to satisfy the 
obligation of the mortgagor in full, the mortgagee shall 
thereupon deliver to the mortgagor any instrument or in¬ 
struments necessary or proper to discharge such mortgage. 

3. No mortgagor or mortgagee shall have any vested right 
in a credit balance in any such account or be subject to any 
liability arising out of the mutuality of the Mutual Mort¬ 
gage Insurance Fund, and the determination of the Admin¬ 
istrator as to the amount to be paid by him to any mortgagee 
or mortgagor shall be final and conclusive. 

4. In the event the mortgagee forecloses on the mortgaged 
property, but does not convey it to the Administrator in 
accordance with Article VI, section 7. of these Regulations, 
and the Administrator U given written notice thereof, or 
in the event the mortgagor pays the obligation under the 
mortgage in full, prior to the maturity thereof, and the 
mortgagee pays any adjusted premium required under Ar¬ 
ticle III, section 2, of these Regulations, and the Adminis¬ 
trator is given written notice by the mortgagee of such 
payment by the mortgagor, the obligation to pay any subse¬ 
quent premium charge for Insurance shall cease and all 
rights of the mortgagee and mortgagor, under Article VI, 
section 7. shah terminate as of the date of such notice. 
Upon such termination, the mortgagor shall be entitled to 
receive a share of the credit balance of the group account 


to which the mortgage has been assigned in such amount as 
the Administrator shall determine to be equitable and not 
Inconsistent with the solvency of the group account and of 
the Fund. 

5. If the mortgagor falls to make any payment, or to 
perform any other covenant or obligation under the mort¬ 
gage, and such failure continues for a period of thirty i30> 
days, the mortgage shall be considered in default, and the 
mortgagee shall, within sixty (60> days thereafter, give 
notice in writing to the Administrator of such default, unless 
such default has been cured or unless the Administrator 
has been notified of a previous default which remains 
uncurcd. 

6. At any time within one year from the date of default 
the mortgagee, at its election, shall either— 

<a> with, and subject to. the consent of the Adminis¬ 
trator. acquire by means other than foreclosure of the 
mortgage, possession of, and title to, the mortgaged prop¬ 
erty; or 

<b> commence foreclosure of the mortgage; provided, 
that if the laws of the State in which the mortgaged 
property is situated do not permit the commencement 
of such foreclosure within such period of time, the mort¬ 
gagee shall commence such foreclosure within sixty <60> 
days after the expiration of the time during which such 
foreclosure is prohibited by such laws. 

The mortgagee shall promptly give notice In writing to the 
Administrator of the institution of foreclosure proceedings 
and shall exercise reasonable diligence in prosecuting such 
proceedings to completion. 

For the purposes of this section, the date of default shall 
be considered as thirty (30) days after (a) the first uncor¬ 
rected failure to perform a convenant or obligation, or (b) 
the first failure to make a monthly payment which subse¬ 
quent payments by the mortgagor are insufficient to cover 
when applied to the overdue monthly payments In the 
order in which they became due. 

If after default and prior to the completion of foreclosure 
proceedings, the mortgagor shall pay to the mortgagee all 
monthly payments In default and such expenses as the mort¬ 
gagee shall have incurred in connection with the foreclosure 
proceedings, notice shall be given to the Administrator, and 
the insurance shall continue as if such default had not 
occurred. 

Nothing contained In this section shall be construed so as 
to prevent the mortgagee, with the written consent of the 
Administrator, from taking action at a later date than herein 
specified. 

7. If the default is not cured as aforesaid, and if the 
mortgagee has otherwise complied with the provisions of sec¬ 
tion 6 of this Article, and at any time within thirty <30) days 
(or such further time as may be necessary to complete the 
title examination and perfect such title) after acquiring pas- 
session of the mortgaged property by foreclosure, or by other 
means In accordance with subsection (a) of section 6 of this 
Article, tenders to the Administrator possession of. and a deed 
containing a covenant which warrants against the acts of the 
mortgagee and all claiming by. through, or under it. convey¬ 
ing good merchantable title (evidenced as hereinafter pro¬ 
vided in section 8 of this Article) to. such property undam¬ 
aged by fire, earthquake, flood, or tornado, and undamaged 
by waste, except as hereinafter In this section provided, and 
assigns (Without recourse or warranty) any and all claims 
which it has acquired in connection with the mortgage trans¬ 
action. and as a result of the foreclosure proceedings or 
other means by which it acquired such property, except such 
claims as may have been released with the approvel of the 
Administrator, the Administrator shall promptly accept con¬ 
veyance of such property and such assignment and shall 
deliver to the mortgagee: 

(a) Debentures of the Mutual Mortgage Insurance Fund 
as set forth in Section 204 of the Act. issued as of the date 
foreclosure proceedings were Instituted or the property 
was otherwise acquired by the mortgagee after default, 
bearing interest at the rate of two and three-quarters 
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per centum <2%%) per annum payable semi-annually 
on the first day of January and the first day of July of 
each year, and having a total face value equal to the 
value of the mortgage as defined in Section 204 (a) 
of the Act. Such value shall be determined by adding 
to the original principal of the mortgage, which waa 
unpaid on the date of the institution of foreclosure pro¬ 
ceedings or the acquisition of the property otherwise after 
default, the amount of all payments, which have been 
made by the mortgagee for taxes, special assessments and 
water rates, which are liens prior to the mortgage, in¬ 
surance on the property mortgaged and any mortgage 
Insurance premium paid after the institution of fore¬ 
closure proceedings or the acquisition of the property 
otherwise after default, and by deducting from such total 
any amount received on account of the mortgage after 
the institution of foreclosure proceedings or the acquisi¬ 
tion of the property otherwise after default and from any 
source relating to the property on account of rent or 
other income after deducting reasonable expenses in¬ 
curred in handling the property between such dates: Pro¬ 
vided. however, that with respect to mortgages which are 
accepted for Insurance prior to July 1. 1939 and comply 
with the conditions set forth in Article m. section 1 

(a), (b). and <c> of these Regulations, on which the 
unpaid principal obligation at the time of the Institution 
of foreclosure proceedings exceeds 80% of the appraised 
value of the property as of the date the mortgage was 
accepted for insurance, there will be Included in the de¬ 
bentures issued by the Administrator, on account of fore¬ 
closure costs actually paid by the mortgagee and approved 
by the Administrator an amount not in excess of 2 per 
centum of the unpaid principal of the mortgage as of 
the date of the institution of foreclosure proceedings, 
but in no event in excess of $75. 

Such debentures shall be registered as to principal and 
Interest and all or any such debentures may be redeemed, 
at the option of the Administrator with the approval of 
the Secretary of the Treasury, at par and accrued Interest 
on any interest payment day on three (3) months' notice 
of redemption given in such manner as the Administrator 
shall prescribe. 

(b) A Certificate of Claim in accordance with Section 
204 <e) of the Act. which shall become payable, if at all. 
upon the sale and final liquidation of the interest of the 
Administrator in such property in accordance with Sec¬ 
tion 204 (f) of the Act. This certificate shall be for an 
amount which the Administrator shall determine to be 
sufficient to pay all amounts due under the mortgage and 
not covered by the amount of debentures and shall include 
a reasonable amount for necessary expenses incurred by 
the mortgagee in connection with the foreclosure proceed¬ 
ings or the acquisition of the mortgaged property otherwise 
and the conveyance thereof to the Administrator, includ¬ 
ing reasonable attorney's fees, unpaid Interest and cost of 
repairs to the property made by the mortgagee after de¬ 
fault to remedy the waste mentioned in this section. Each 
such Certificate of Claim shall provide that there shall ac¬ 
crue to the holder thereof with respect to the face amount 
of such certificate, an increment at the rate of three per 
centum (3%) per annum. 

The term "waste" as used in this section means permanent 
or substantial injury caused by unreasonable use, or abuse, 
and is not Intended to include damage caused by ordinary 
wear and tear. 

The provisions of this section concerning waste, shall 
not apply to mortgages on which the unpaid principal obliga¬ 
tion at the time of the institution of foreclosure proceedings 
exceeds 75% of the appraised value of the property as of 
the date the mortgage was accepted for insurance. 

8. Evidence of title of the following types will be satisfac¬ 
tory to the Administrator: 

(a) a fee or owner's policy of title insurance, a guaranty 
or guarantee of title, or a certificate of title, issued by a 


title company, duly authorized by law and qualified by 
experience to issue such: or 

<b> an abstract of title prepared by an abstract company 
or individual engaged in the business of preparing abstractr 
of title and accompanied by the legal opinion as to the 
quality of such title signed by an attorney at law experi¬ 
enced In examination of titles: or 

(c) a Torrens or similar title certificate; or 

(d) evidence of title conforming to the standards of a 
supervising branch of the Government of the United States 
or of any State or Territory thereof. 

Such evidence of title shall be furnished without cost to 
the Administrator and shall be executed as of a date to 
include the recordation of the deed to the Administrator, 
and shall show that, according to the public records, there are 
not. at such date, any outstanding prior liens, including any 
past due and unpaid ground rents, general taxes, or special 
assessments. 

If the title and title evidence are such as to be acceptable 
to prudent lending institutions and leading attorneys gen¬ 
erally in the community In which the property is situated, 
such title and title evidence will be satisfactory to the Ad¬ 
ministrator and will be considered by him as good and 
merchantable. 

The Administrator will not object to the title by reason 
of the following matters, provided they are not such as to 
Impair the value gt the property for residence purposes, or 
provided they have been brought to the attention of the 
insuring office for consideration in fixing the valuation: 

(a) customary casements for public utilities, party 
walls, driveways, and other purposes; customary build¬ 
ing or use restrictions tor breach of which there is no 
reversion and which have not been violated to a material 
extent; 

(b) such restrictions when coupled with a reversionary 
clause, provided there has been no violation prior to the 
date of the deed to the Administrator; 

(c) slight encroachments by adjoining improvements 

<d) outstanding oil, water, or mineral rights, except 

those which include the right to sink wells or shafts on 
the subject property, withdraw the subjacent support, or 
otherwise impair the value of the property for residence 
purposes without payment of adequate damages. 

ARTICLE Vn—ASSIGNMENTS 

1. When the insured mortgage Is transferred to another 
approved mortgagee, such transferee shall notify the Admin¬ 
istrator of the acquisition of such mortgage within thirty 
(30) days thereof, and shall thereupon succeed to all the 
rights and become bound by all the obligations of the trans¬ 
feror under the contract of insurance; but the transferor 
shall be released from its obligations under the contract of 
insurance only upon its giving notice to the Administrator 
of the transfer of the Insured mortgage within thirty (30) 
days thereof. 

Whenever the insured mortgage is transferred to another 
approved mortgagee for the purposes of collateral only, no 
notice need be given to the Administrator until such colla¬ 
teral is foreclosed, but the transferor shall remain subject to 
all the obligations of the contract of insurance. 

2. The contract of insurance shall terminate upon the 
happening of either of the following events: 

(a) the acquisition of the insured mortgage by. or the 
pledge thereof to. any person, firm, or corporation, public 
or private, other than an approved mortgage, whether 
individually or in trust for another: provided, that this 
subsection (a) shall not be applicable to a mortgage ac¬ 
quired or held by an approved mortgagee, which is a 
banking institution or trust company inspected and super¬ 
vised by some governmental agency, for a trust held or 
administered by it In a fiduciary capacity, as long as 
such fiduciary relationship shall remain in effect: 

<b) the disposal by an approved mortgagee of any par¬ 
tial interest in an Insured mortgage or group of insured 
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mortgages (whether to another approved mortgagee or 
otherwise) by means of a declaration of trust, or by a 
participation or trust certificate, or by any other device; 
provided that this subsection (b) shall not be applicable 
to any mortgage so long as it is held In a common trust 
fund maintained by a bank or trust company (1) exclu¬ 
sively for the collective Investment and reinvestment of 
moneys contributed thereto by the bank or trust company 
in its capacity as a trustee, executor or administrator; and 
(2) in conformity with the rules and regulations prevail¬ 
ing from time to time of the Board of Governors of the 
Federal Reserve System, pertaining to the collective invest¬ 
ment of trust funds. 

Upon the termination of the insurance under this section, 
the mortgagor shall be entitled to receive a share of the 
credit balance of tho account of the group to which the in¬ 
jured mortgage has been assigned, in such amount as the 
Administrator shall determine to be equitable and not in¬ 
consistent with the preservation of the solvency of such 
account and of the Mutual Mortgage Insurance Fund. 

ARTICLE Vni—AMENDMENTS 

These Regulations may be amended by the Administrator 
at any time and from time to time, in whole or in part, but 
such amendment shall not affect the contract of insurance 
on any mortgago already Insured, or any mortgage or pros¬ 
pective mortgage on which the Administrator has made a 
commitment to insure. 

ARTICLE DC—EFFECTIVE DATE 

These Regulations are effective as to all mortgages on 
which a commitment to insure is issued to an approved 
mortgagee on or after February 15. 1938. Wherever a mort¬ 
gagee so desires, the provisions of these Regulations shall 
become a part of any contract of insurance heretofore made 
except that as to mortgages Insured prior to May 28, 1935, 
interest on debentures shall be paid or allowed only from the 
date of the conveyance of the property to the Administrator. 
Issued at Washington, D. C., February 4. 1938. 

Stewart McDonald, 
Federal Housing Administrator. 

|F. R. Doc. 38-472; Filed. February 12.1938; 10:25 a. m.) 


Multifamily and Group Housing Insurance 

ADMINISTRATIVE RULES AND REGULATIONS UNDER SECTIONS 207 
AND 210, TITLE U OF THE NATIONAL HOUSING ACT 1 
Contents 

PART I 

Scope of Operations Under Section 207 and Section 210 

PART II 

• Rules Under Section 207 

See. I. Application and commitment. 

Sec. II. Eligible Mortgagee. 

Sec. HI. Eligible Mortgagor*, 

Sec IV. Supervision of Mortgagor*. 

See. V. Eligible Mortgagees. 

See VI Eligible Properties. 

Sec VTI. Title. 

Effective Date 

Regulations Under Section 207 

Article 1. Citation. 

Article n. Definitions, 

Article in. Premiums. 

Article IV. Contract of Insurance. 

Article V. Rights and Duties of a Mortgagee Under the Contract 
of Insurance. 

Article VI. Assignments. 

Article Vn. Rights In Housing Fund. 


* The Rules and Regulations hereinafter contained relate to the 
insurance of mortgages cm housing presets under Section 207 and 
Section 210 of the National Housing Act, Those contemplating 
the initiation of such projects or desiring further Information on 
the subject should communicate directly with any Insuring oflloe 
of the Federal Housing Administration. 


Article vm. Amendments. 

Article DC. Effective Data. 

part m 

Rules Under Section 210 

Bee. I. Approval of Mortgagees. 

Sec. n. Application and Commitment. 

8ec. m. Eligible Mortgages. 

Sec. IV. Eligible Mortgagor*. 

Bee. V Eligible Properties. 

Sec. VI. Title. 

Sec. VTI. Insurance of Advances During Construction. 

See. Vm. Effective Date. 

Regulations Under Section 210 

Article I. Citation 
Article H. Definitions. 

Article HI. Premiums. 

Article IV. Insurance Endorsement. 

Article V. Rights and Duties of a Mortgagee Under the Contract 
of Insurance. 

Article VI. Assignment*. 

Article VTI. Rights In Housing Fund. 

Article VIII. Amendments. 

Article IX. Effective Date. 

part rv 

Project Standards 
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Scope of Operations Under Section 207 and Section 210 

1. The National Housing Act provides for the Insurance of 
mortgages upon two general classes of property: 

(a) Properties consisting of one to four-family dwell¬ 
ings. Rules and Regulations with respect thereto are set 
forth in FHA Form 2010, entitled Mutual Mortgage In¬ 
surance. 

<b> Properties consisting of a larger number of family 
units either in one or more multifamily buildings or in a 
group of single-family dwellings. The Rules and Regula¬ 
tions set forth herein apply only to such properties. 

2. The general class of properties described in the preced¬ 
ing subparagraph (b) is herein termed “multifamily and 
group housing", which term includes housing intended for 
rent or for ultimate sale and Is intended generally to apply 
to projects insurable under Section 207 or under Section 
210 . 

In the case of a mortgage containing release clauses 
whereby individual houses may be sold from time to time, 
whether insured under Section 207 or under Section 210, the 
terms and conditions of release will be determined by agree¬ 
ment of the mortgagee, the mortgagor and the Adminis¬ 
trator. 

3. It should be noted that Sections 207 and 210 are not mu¬ 
tually exclusive, provided the mortgage does not exceed 
$200,000. A mortgage in excess of that amount may only be 
insured under Section 207. However, a project involving a 
mortgage not in excess of such amount may be eligible either 
under Section 207 or Section 210 as the mortgagor and the 
mortgagee may determine, provided it conforms to the Rules 
and Regulations hereinafter set forth. The differences be¬ 
tween the two Sections will be noted by comparison of the 
Rules and Regulations of the respective Sections. 

In general, the following are the chief items of distinction: 
Under Section 207 . 

(a) Eligible mortgagors may be private corporations, asso¬ 
ciations. trusts, or cooperative societies which consent to regu¬ 
lation by the Administrator, or may be governmental housing 
authorities or corporations formed under housing laws. 

<b> The mortgage Insurable has no minimum limit and 
the maximum limit is $5,000,000. 

<c) The mortgage per room may not exceed $1350 com¬ 
puted in accordance with the method of determining room 
count which is set forth upon the application form for 
such projects. 

id) Interest may not exceed 4Vi% per annum. 

(e) The term of the mortgage and the amortization pro¬ 
visions are limited only by the Administrator's approval. 

(/) Principal and interest payments may be monthly or 
quarterly. 
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( g ) In the event of default under the mortgage the mort¬ 
gagee has the option of collecting the insurance by (1) 
assigning the mortgage to the Administrator or (2) acquir¬ 
ing title to the property by foreclosure or otherwise and 
conveying the property to the Administrator. 

(A) The Administrator accepts the risk of mechanics* 
liens during construction and insures, as made, such ad¬ 
vances of the mortgage money os are approved by him. 

<f) The mortgagor (except in the case of a project owned 
and operated by a public housing authority) must consent 
to regulation by the Administrator of its rents, charges, cap¬ 
ital structure, rate of return and methods of operation. 
Such regulation is enforced by means of a special class of 
stock owned by the Administrator, except that In the case of 
a project under Section 207 involving a mortgage not in 
excess of $200,000 such regulation is enforced by means of a 
contract. 

(J) The mortgage may cover either proposed new con¬ 
struction or existing or rehabilitation projects. 

Under Section 210. 

(a) The mortgage must exceed $16,000 and shall not 
exceed $200,000. 

(b) Its maturity is limited to 21 years. 

(c) Amortization must commence not later than the 
eleventh month following execution and must be sufficient 
completely to amortize the mortgage during its term on 
either a fixed annuity or declining annuity basis. 

(d) Interest may not exceed 5% per annum. 

(e) Payments on account of principal. Interest, taxes, in¬ 
surance and mortgage Insurance premiums must be made 
monthly to the mortgagee. 

(/) The mortgage per room may not exceed $1150. 

(p) In the event of default under the mortgage the mort¬ 
gagee may only collect the Insurance by acquiring title to 
the property through foreclosure or otherwise and conveying 
the property to the Administrator. 

(A) Construction advances approved by the Administrator 
may be Insured as made; but. to collect the insurance, the 
mortgagee mast convey the property to the Administrator 
free and clear of mechanics* liens. 

({) The mortgage may cover only proposed new con¬ 
struction. 

The principal similarities and differences between the two 
Sections may be briefly summarized as follows: 

The Sections are alike in that: <o) there is no deflnite 
distinction as to physical character between the projects on 
which mortgages are Insurable; (6) properties may be con¬ 
structed either for rental or sale purposes and the mortgage 
insured may represent in effect a combined construction 
and permanent loon; (c) the principal amount of the mort¬ 
gage may not exceed 80% of the estimated value of the com¬ 
pleted project; id) title will be approved by the Administra¬ 
tor at the time the mortgage is insured, and once approved, 
he will accept such title upon the conveyance of the property 
to him following default, as is more particularly set forth in 
the applicable Regulations of each Section; and ie) corporate 
mortgagors under either Section are specifically exempt from 
the terms of Section 77 B erf the United States Bankruptcy 
Act. 

The Sections differ in that; (a) the maximum insurable 
mortgage under Section 210 is $200,000. and $5,000,000 under 
Section 207; <b> the maximum mortgage per room under 
Section 210 Is $1450. and under Section 207 it is $1350; (c) 
under both Sections the mortgage must be fully amortized, 
but under Section 210 the maximum term is 21 years, whereas 
under Section 207 the term may be longer; «$> under Sec¬ 
tion 210 the projects are not subject to supervision by the 
Administrator after construction is completed, whereas under 
Section 207 the Administrator must exercise certain regula¬ 
tory controls; and (e) to collect the insurance, under Section 
210 the mortgagee must convey the property to the Adminis¬ 
trator. whereas under Section 207 the mortgagee may at its 
election either convey the property or assign the mortgage 
to the Administrator. 


Part II 

Administrative Rules and Regulations Under Section 207 

RULES 

Section I—Application and Commitment 

1. Information required tor preliminary examination of a 
Rental Housing project under Section 207 shall be submitted 
by a mortgagee or by the sponsors of such project through 
the local Federal Housing Housing Administration office on 
FHA Form 2013, executed In triplicate. No application will 
be considered unless the exhibits called for by that form are 
furnished. The submission of Form 2013 will be deemed to be 
the applicant’s agreement to pay in accordance with the pro¬ 
visions of this section an amount computed at the rate of 
$3.00 per thousand of the original face amount of the jnon- 
gage loan applied for, on account of the costs of appraisal and 
inspection by the Administrator. Such amount shall be pay¬ 
able in two installments: 

(a) one-half (referred to as “commitment fee”) upon the 

issuance of a commitment, and 

(b) the remainder (referred to as “closing fee”) upon the 

delivery of the Administrator’s Contract of Mortgage In¬ 
surance. 

However, in the case of a Public Housing project, the fee 
to be paid under this Paragraph shall be fixed by the Ad¬ 
ministrator. but shall not exceed $3.00 per thousand of the 
original face amount of the mortgage. 

If the Administrator shall issue a commitment as herein 
provided and the commitment fee Is not paid within the 
period of time set forth in the commitment letter such com¬ 
mitment shall terminate. If after commitment an applica¬ 
tion to increase the amount of the insured mortgage is pre¬ 
sented. a new commitment fee based upon the amount of 
such Increase must be paid at the time the application for 
such increase is filed. If after insurance the amount of the 
insured mortgage is increased either by amendment or by 
the substitution of a new insured mortgage, the fees herein 
provided for shall be based upon the amount of such in¬ 
crease. 

2. Upon approval of an application and payment of the 
commitment fee. acceptance of the mortgage for Insurance 
will be evidenced by the issuance of a commitment setting 
forth the terms and conditions upon which the mortgage 
will be insured, including special requirements applicable to 
the project and requiring the submission in filial form within 
a time specified of all appropriate documents, drawings, 
plans, specifications, estimates, and other instruments evi¬ 
dencing full compliance satisfactory to the Administrator 
with these Rules and with such terms and conditions. No 
commitment shall be valid unless signed by the Adminis¬ 
trator or his duly authorized agent. 

Section II—Eligible Mart paces 

L The Administrator docs not furnish mortgage forms for 
each project or for each Jurisdiction. The forms custom¬ 
arily used in any particular Jurisdiction if so modified and 
amplified as to Include the matters herein set forth, and if 
otherwise satisfactory to the Administrator, will be approved 

2. In order to be eligible for insurance under these Rules a 
mortgage shall create a first lien securing a principal obli¬ 
gation not in excess of $5,000,000, and such part thereof as 
may be attributable to dwelling use shall not exceed $1,350 
per room, depending upon the location of the project and 
local building costs and rental conditions. The principal 
obligation of such mortgage shall not exceed eighty per 
centum (80%) of the amount which the Administrator esti¬ 
mates will be the value of the property or project when the 
proposed improvement are completed. 

3. The mortgage shall have a maturity satisfactory to the 
Administrator, depending upon the risk involved and the 
general character of the project, and s ha ll contain complete 
amortization or sinking-fund provisions satisfactory to the 
Administrator. 










427 


FEDERAL REGISTER, Tuesday, February 15, 1938 


4. The mortgage shall provide for periodic payments by 
the mortgagor to the mortgagee on account of interest, 
principal, and mortgage insurance, not less frequently than 
every three (3) months. 

5. The mortgage shall bear interest at such rate, not ex¬ 
ceeding four and one-half per centum (4%%) per annum, 
as may be agreed upon between the mortgagor and the 
mortgagee. All charges made in connection with the mort¬ 
gage transaction shall be subject to the approval of the 
Administrator. 

6. The mortgage shall cover the entire property included 
in the housing project. Where the project consists princi¬ 
pally of single-family houses the mortgage may Include 
appropriate provisions for the release from the lien thereof 
of any such house and the land upon which it is located 
in consideration of the payment to the mortgagee, in re¬ 
duction of the principal of the mortgage, of an amount set 
forth In a schedule attached to and forming part of said 
mortgage. Such mortgages shall provide that the released 
property be subject to deed restrictions, approved by the 
Administrator at the time of the insurance of the mortgage 
and providing to the properties remaining under the mort¬ 
gage adequate protection against adverse influences. Where 
the mortgage docs not contain such release provisions no 
property shall, except with the consent of the mortgagee and 
the Administrator, be released from the lien thereof so long 
as the mortgage Insurance is in force. 

7. The mortgage, except in the case of Public Housing 
projects, shall contain a covenant against the creation by 
the mortgagor of liens against the property inferior to the 
lien of the mortgage. 

8. The mortgage shall contain a covenant binding the 
mortgagor to keep the premises insured against fire and 
such other hazards as the Administrator may stipulate. In 
companies and In amounts satisfactory to the Administrator. 
The policies evidencing such insurance shall have attached 
standard form mortgagee clause making loss. If any. pay¬ 
able to the mortgagee, and the Administrator, as interest 
may appear. 

9. No mortgage shall be accepted for insurance unless the 
Administrator finds that the property or project with respect 
to which the mortgage is executed is economically sound. 

10. The mortgage shall provide for payments by the 
mortagor to the mortgagee on each interest payment date 
of an amount sufficient to accumulate in the hands of the 
mortgagee the next annual mortgage insurance premium 
payable by the mortgagee to the Administrator. Such pay¬ 
ments shall continue only so long as the contract of insurance 
shall remain in effect. The mortgage shall provide that 
upon the payment of the mortgage before maturity, the 
mortgagor shall pay the adjusted premium charge referred 
to in Paragraph 2 of Article m of the Regulations. 

11. All periodic payments to be made by the mortgagor to 
the mortgagee shall be added together and the aggregate 
amount thereof shall be paid by the mortgagor upon each 
periodic payment date in a single payment. The mortgagee 
shall apply the same to the following items in the order set 
forth: 

(a) premium charges under the contract of insurance: 

<Z» at its discretion, to any sums due under the terms 

of the mortgage or the credit instrument which it secures. 

Any deficiency in the amount of any such aggregate peri¬ 
odic payment shall constitute an event of default under the 
mortgage. 

Section III—Eligible Mortgagors 

1. In order to be eligible for insurance as a mortgagor of a 
Rental Housing project under Section 207 such mortgagor 
must be— 

( a) a private corporation, association, cooperative so¬ 
ciety which is a legal agent of the owner-occupants, or 

trust (sometimes referred to In these Rules and Regula- 
No. 33-* 


tlons 03 “mortgagor**, “corporation", or “mortgagor corpo¬ 
ration''), formed or created, with the approval of the Ad¬ 
ministrator. for the purpose of (1) rehabilitating slum 
or blighted areas, or (2) providing housing for rent or 
sale, and possessing powers necessary therefor and inci¬ 
dental thereto, which corporation, association, cooperative 
society, or trust, until the termination of all obligations of 
the Administrator under such insurance, is regulated or 
restricted by the Administrator as to rents or sales, 
charges, capital structure, rate of return, and methods of 
operation. Such regulation or restriction shall remain In 
effect until such Ume as the mortgage Insurance contract 
terminates without obligation upon the Administrator to 
Issue debentures as a result of such termination. So long 
as such contract of insurance is in effect, the corporation, 
association, cooperative society, or trust shall engage in 
no business other than the construction and operation of 
a rental housing project or projects; or 
(6) a Federal or State instrumentality, a municipal cor¬ 
porate instrumentality of one or more States, or a limited 
dividend corporation formed under and restricted by Fed¬ 
eral or State housing laws as to rents, charges, capital 
structure, rate of return, or methods of operation (proj¬ 
ects of such mortgagors ore herein sometimes referred to 
as “Public Housing projects"). 

2. The term “slum or blighted area" means any area 
where dwellings predominate which, by reason of dilapida¬ 
tion. overcrowding, faulty arrangement or design, lack of 
ventilation, light or sanitation facilities, or any combination 
of these factors, are detrimental to safety, health, or morals. 

Section IV—Supervision of Mortgagors 

In the case of an eligible mortgagor described In subdivi¬ 
sion (b) of Paragraph I of Section m, the Administrator is 
not required under the Act to regulate or restrict the mort¬ 
gagor. Such mortgagor, however, must have Initial funds 
which may be considered in lieu of the equity required of 
other mortgagors. Such funds (which may be in the form 
of government loans, grants or subsidies, or in other form) 
if sufficient In amount will be considered satisfactory pro¬ 
vided they do not create a lien against the property prior to 
that of the insured mortgage. Liens inferior to the lien of 
the insured mortgage may be allowed against properties of 
such mortgagors. 

Supervision of other mortgagors is required by the provi¬ 
sion of Section 207 of the Act that such mortgagors shall 
be regulated or restricted by the Administrator. In the case 
of a project involving a mortgage in excess of $200,000 such 
regulation or restriction will be set forth in the certificate of 
incorporation or other Instrument under which the mort¬ 
gagor is created ‘hereinafter referred to as the “charter") 
and will be made effective through the issuance of certain 
shares of special stock (or other evidence of a beneficial in¬ 
terest in the mortgagor) which stock or interest will acquire 
majority voting rights in the event of default under the 
mortgage or violation of a provision of the charter, but only 
for a period coexistent with the duration of such default or 
violation. Such special stock or interest shall be held and 
all voting rights with respect thereto exercised by the Ad¬ 
ministrator as such. When the right of the Administrator 
to regulate or restrict the mortgagor shall terminate as 
above provided, the shares of special stock or other evidence 
of interest shall be surrendered by the Administrator. 

In the case of a project involving a mortgage not in excess 
of $200,000 only those regulations or restrictions with respect 
to dividends and provisions for reserves shall be required to be 
embodied in the charter of such mortgagor, by provisions sat¬ 
isfactory to the Administrator. The other regulations or re¬ 
strictions outlined below may be embodied In a regulatory 
contract to be executed by the mortgagor and the Adminis¬ 
trator concurrently with the execution of the contract of 
Insurance. 
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The following are the items which will be regulated or 
restricted to the extent indicated, except in the case of mort¬ 
gagors of Public Housing projects: 

1. Rents and charges .—Except as hereinafter provided, 

(a) No charge shall be made by the mortgagor corpora¬ 
tion for the accommodations offered by the project in 
excess of a rental schedule to be filed with the Administra¬ 
tor prior to the opening of the project for rental, which 
schedule shall be based upon a maximum average rental 
fixed prior to the insurance of the mortgage. Such sched¬ 
ule shall not thereafter be changed except upon application 
of the mortgagor corporation and the written approval of 
the Administrator. In establishing such maximum and in 
passing upon applications for changes, consideration will 
be given the following and similar factors: 

(1) Rental income necessary to maintain the economic 
soundness of the project. 

(2) Relation of the proposed rentals to those currently 
being paid In the given community by families for whom 
this type of housing is intended. 

<b) The established maximum rental shall be the maxi¬ 
mum authorized charge against any tenant for the ac¬ 
commodations offered exclusive of telephone, gas. electric, 
and refrigeration facilities. Charges In addition to such 
maximum rental may be made against a tenant for tele¬ 
phone, gas, electric, refrigeration, and other facilities and 
privileges furnished by the mortgagor, subject to the ap- 
approval of the Administrator. 

(c) In the case of a project subject to a mortgage con¬ 
taining release clauses, all matters with respect to the 
release and all agreements between the mortgagor and 
its vendees with respect to the amount and terms of sale 
must first be approved by the Administrator. 

2. Capital structure^-ia) In appraising a project for com¬ 
mitment the Administrator will value the contribution of the 
sponsors (which shall be In the form of unencumbered land, 
and such cash and services as the Administrator shall re¬ 
quire) at an amount determined by him to represent its value 
as a component part of the project upon completion, and 
shall credit sponsors, for appraisal purposes, with the amount 
of equity so found. The sponsors shall satisfy the Adminis¬ 
trator that the cash and services contributed as part of such 
equity shall, when added to the proceeds of the mortgage, 
be sufficient to cover all estimated costs of the project and to 
provide a cash reserve for contingencies, preopening expenses, 
and other items during the construction period 

(b) Such number of shares of capital stock, either with 
or without par value, in the case of a corporation, or such 
appropriate evidences of Interest, in the case of an associa¬ 
tion, a cooperative society, or a trust, may be issued as 
sponsors may deem appropriate. Such stock or interest, 
together with paid in surplus, if any, shall represent such 
equity. Additional stock or evidences of Interest may be 
authorized but the charter shall provide that it shall not be 
issued except with the approval of the Administrator. No 
stock or interest shall be redeemed, purchased, or paid off 
by the mortgagor during the period in which the mortgage 
insurance Is in force, except with the approval of the Ad¬ 
ministrator. 

<c> The shares of stock or interest issued to the Admin¬ 
istrator shall be in sufficient amount to constitute, under the 
laws of the particular State, a valid special class of stock 
or interest and shall be issued in consideration of the pay¬ 
ment by the Administrator of not exceeding $100. 

3. Rate o/ return .—No dividends or distribution of income 
shall be declared or paid by the corporation in any one fiscal 
year in excess of an aggregate amount fixed by the Ad¬ 
ministrator at the time the mortgage is accepted for in¬ 
surance. Such amount shall not exceed an amount equal 
to six per centum (6%) per annum of the equity as valued 
by the Administrator, but the Administrator may permit an 
additional stated amount not in excess of two per centum 
(2%) per annum payable out of surplus earnings of the cor¬ 
poration after provision for required reserves, provided 


that no such additional dividends or distribution shall be de¬ 
clared or paid unless the principal of the insured mortgage 
shall be prepaid In an amount at least equal to required 
interest and principal payments for the first amortization 
year. 

4. Methods of operation .—(a) No compensation shall be 
paid by the corporation except for necessary services and 
except as such rate as is fair and reasonable in the locality for 
similar services, nor, except with the prior written approval 
of the Administrator, shall any compensation be paid by the 
corporation to any employee in an amount in excess of 
eighteen hundred dollars ($1,800) per annum, or to its offi¬ 
cers, directors, or stockholders, or to any person or corpora¬ 
tion for supervisory or managerial services. No officer, di¬ 
rector, stockholder, agent, or employee of the corporation 
shall in any manner become indebted to the corporation. 

(b) The corporation shall maintain its project, the 
grounds, buildings, and equipment appurtenant thereto, in 
good repair and in such condition as will preserve the health 
and safety of its tenants. 

(c) Before the payment of any dividend by the corpora¬ 
tion reserves shall be accumulated and so replenished from 
time to time as to remain intact so long as the mortgage 
insurance is in force. The amount and types of such re¬ 
serves and the conditions tinder which they shall be accu¬ 
mulated. replenished, and used, shall be specified in the 
charter. 

id) The corporation, its property, equipment, buildings, 
plans, offices, apparatus, devices, books, contracts, records, 
documents, and papers shall be subject to inspection and 
examination by the Administrator or his duly authorized 
agent at all reasonable times. 

(e) The books and accounts of the corporation shall be 
kept in accordance with the uniform system of accounting 
prescribed by the Administrator. The corporation shall file 
with the Administrator the following reports verified by the 
oath of such officer of the corporation as the Administrator 
may designate and in such form as prescribed by the Ad¬ 
ministrator: 

(1) monthly occupancy reports; 

(2) semiannual reports to be filed within thirty (30) 
days after the end of each dividend period established in 
the charter; 

(3) annual reports prepared by a certified public ac¬ 
countant. to be filed within sixty (60) days after the end 
of each fiscal year; and 

(4) specific answers to questions upon which informa¬ 
tion is desired from time to time relative to the opera¬ 
tion and condition of the property and the status of the 
insured mortgage. 

5. Control of funds during construction ,—Funds involved 
in the construction of a project representing security for an 
insured mortgage loan shall be subject to the following re¬ 
strictions: 

(c) Funds representing the required cash equity shall, 
as a condition precedent to the insurance of the mortgage 
be placed in a special account with a depositary satis¬ 
factory to the Administrator and subject to withdrawal 
only upon written approval of the Administrator. Upon 
completion of construction to the satisfaction of the Ad¬ 
ministrator, any balance then remaining in such special 
account shall be paid over to the general account of the 
corporation for the purpose of establishing its reserves. 

<b> No funds representing the proceeds of an insured 
mortgage shall be advanced except upon proper requisition 
approved by the Administrator. 

(c) Assurance for the completion of the project must 
be approved by the Administrator prior to the insurance 
of the mortgage. Such assurance may be (1) the bond 
of a satisfactory surety company, in the standard A. I. A. 
form of construction bond and in an amount approved 
by the Administrator as at least sufficient to cover esti¬ 
mated disbursements under the construction contract for 
any two (2) month period, or <2) the Administrator may, 
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depending upon the circumstances of each case, accept in 
lieu of such surety bond such alternate method of assuring 
completion as he may find adequate. 

Section V—Eligible Mortgagees 

1. The following are eligible for approval as mortgagees: 

(a) A chartered institution or other permanent organi¬ 
zation having succession. 

(b) The Federal or a State Government, or an agency, 
instrumentality, or subdivision thereof. 

<c) The holder or holders of a credit instrument or in¬ 
struments given in connection with a mortgage, acting by 
and through a trustee appointed pursuant to the terms 
of such mortgage. 

3. An eligible Institution, organization, agency, or entity 
may become the mortgagee under an insured mortgage upon 
its approval by the Administrator for a particular transac¬ 
tion. 

3. In the event that bonds are to be issued as a port 
of the insured mortgage transaction, all arrangements in 
respect to the issuance and sale of such bonds shall be sub¬ 
ject to approval by the Administrator. 

Section VI —Eligible Properties 

1. In order for property to be eligible as the subject of an 
insured mortgage, such property must be held in fee simple, 
or consist of the interest of a lessor or lessee under a lease 
for not less than ninety-nine (99) years which is renewable, 
or under a lease having not less than fifty <50) years to run 
from the date the mortgage was executed. Such mortgage 
may also cover additional property approved by the Ad¬ 
ministrator. 

2 The property constituting security for the mortgage 
must be held by an eligible mortgagor as herein defined and 
must at the time the mortgage is Insured be free and clear 
of all liens other than that of such mortgage. 

3. At the time the mortgage is insured: 

(a) There shall be located on the mortgaged property 
a building or buildings designed principally for residen¬ 
tial use which shall conform to standards satisfactory to 
the Administrator and may consist of a group of detached, 
semidetached, or row houses, or multifamily dwellings; or 

(b) The mortgagor shall be obligated to construct and 
complete such housing accommodations thereon and sha\\ 
have furnished such assurance of the performance of such 
obligation as the Administrator may require. 

Section VII—Title 

1. In order for the mortgaged property to be eligible for 
Insurance, the Administrator must determine that market¬ 
able title thereto is vested in the mortgagor as of the date 
the mortgage is filed for record. The title will be examined 
by the Administrator, and if found to be eligible such find¬ 
ing shall be recited in the contract of insurance. 

2. Upon insurance of the mortgage, the mortgagee, with¬ 
out expense to the Administrator, shall furnish to the Ad¬ 
ministrator a survey satisfactory to him and a policy of title 
insurance as provided in subdivision (a) of this Paragraph, 
or, if the mortgagee ts unable to furnish such policy for 
reasons satisfactory to the Administrator, the mortgagee, 
without expense to the Administrator, shall furnish such 
evidence of title as provided in subdivisions (6). (c), or <d) 
of this Paragraph, as the Administrator may require. 

<a> A policy of title insurance with respect to such 
mortgage, issued by a company satisfactory to the Ad¬ 
ministrator. Such policy shall comply with the "L, L C. 
Standard Mortgagee Form" or the "A. T. A. Standard 
Mortgagee Form/* or such other form as may be approved 
by the Administrator; shall be payable to the mortgagee 
and the Administrator as their respective interests may 
appear; and shall become an owner’s policy, running to 
the mortgagee as owner upon the acquisition of the prop¬ 
erty by the mortgagee in extinguishment of the debt 


through foreclosure or by other means as provided in 
subdivision (b) (1) of Paragraph 1 of Article V of the 
Regulations, and to the Administrator as owner upon the 
acquisition of the property by him pursuant to the mort¬ 
gage Insurance contract. 

<b) An abstract of title satisfactory to the Administra¬ 
tor, prepared by an abstract company or individual en¬ 
gaged in the business of preparing abstracts of title, ac¬ 
companied by a legal opinion satisfactory to the Admin¬ 
istrator, as to the quality of such title, signed by an 
attorney at law experienced in the examination of titles. 

(c) A Torrens or similar title certificate. 

<cf) Evidence of title conforming to the standards of a 
supervising branch of the Government of the United 
States of America, or of any State or Territory thereof. 

Effective Date 

These Administrative Rules shall be effective as to all 
mortgages with respect to which a commitment to insure 
shall be issued on or after the date hereof. 

Issued at Washington. D. C.. February 15. 1938. 

Stewart McDonald. 

Federal Housing Administrator . 

REGULATIONS 
Article / 

These Regulations may be cited and referred to as ’’Regu¬ 
lations of the Federal Housing Administrator under Section 
207 of the National Housing Act, revised February 15. 1938.” 

Article II—Definitions 
As used in these Regulations— 

1. The term ”Administrator** means the Federal Housing 
Administrator, 

2. The term ’’Act” means the National Housing Act, as 
amended. 

3. The term ’’mortgage” means such a first lien upon real 
estate and other property as ts commonly given to secure ‘ 
advances i including but not being limited to advances during 
construction) on, or the unpaid purchase price of. real estate 
under the laws of the State, district or territory in which the 
real estate is located, together with the credit instrument or 
instruments, if any. secured thereby. 

4. The term “insured mortgage” means a mortgage with 
respect to which the Administrator has issued an executed 
contract of insurance. 

5. The term ’’mortgagor'* means the original borrower un¬ 
der a mortgage and its successors and such of its assigns as 
are approved by the Administrator. 

6. The term "mortgagee** means the original lender under 
a mortgage, and its successors and assigns, and includes the 
holders of the credit instruments issued under a trust mort¬ 
gage or deed of trust pursuant to which such holders act by 
and through a trustee therein named. 

7. The term "contract of insurance" means the written in¬ 
strument duly executed by the Administrator and the mort¬ 
gagee, setting forth the terms, conditions, and provisions of 
insurance, which terms, conditions, and provisions shall be 
subject to these Regulations. 

8. The term ‘‘claim under the contract of insurance*' 
means the assignment, transfer and delivery to the Admin¬ 
istrator of the mortgage or the conveyance to him of the 
property, as provided In Article V. 

Article III—Premiums 

1. The mortgagee, upon the delivery of the contract of 
Insurance, shall pay to the Administrator a mortgage insur¬ 
ance premium equal to one-half of one per centum < ft of 
1%) of the original face value of the mortgage and, upon 
the anniversary of such date, shall pay a premium in a like 
sum. Said two premiums shall be known respectively as the 
first and second interim premiums. On the date on which 
the first periodic payment of principal is due the mortgagee 
shall pay to the Administrator, subject to the adjustment 
hereinafter provided, and annually thereafter on the anni- 
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versary of such date until the mortgage Is paid In full or 
claim under the contract of insurance is made or until the 
contract of insurance shall terminate, an annual mortgage 
insurance premium equal to one-half of one per centum 
(Va of 1%) of the average outstanding principal obligation 
of the mortgage for the year following the date on which 
such premium becomes payable, and calculated in accord¬ 
ance with the amortization provisions without taking Into 
account delinquent payments or prepayments. The pre¬ 
mium payable on the date on which the first periodic pay¬ 
ment of principal becomes due shall be adjusted so as to 
accord with such date and so that the aggregate of the 
premiums paid up to and Including the premium paid on 
such adjusted payment date shall equal the sum of (a) one 
per centum (1%) of the average outstanding principal obli¬ 
gation of the mortgage for the year following the date on 
which the first interim premium became payable and <b) 
one-half of one per centum (Vs of 1%) of the average 
outstanding principal obligation of the mortgage for the 
period from the date when the second interim premium 
became payable down to and including one year following 
the date on which such first periodic payment of principal 
becomes due, and calculated in accordance with the amorti¬ 
zation provisions, without taking into account delinquent pay¬ 
ments or prepayments. The provisions of this Paragraph 
shall also apply to mortgages insured prior to February 3. 
1938, but only in respect to premiums payable after such 
date, and no adjustment shall be made with respect to any 
premium payable on or before such date. All premiums shall 
be payable in cash or in debentures issued by the Adminis¬ 
trator under Title n of the Act at par plus accrued interest. 

2. In the event that the principal obligation of any mort¬ 
gage accepted for Insurance is paid in full prior to maturity, 
the mortgagee shall within thirty (30) days thereafter notify 
the Administrator of the date of prepayment and shall collect 
from the mortgagor and pay to the Administrator an ad¬ 
justed premium charge of one per centum (1%) of the orig¬ 
inal face amount of the prepaid mortgage, except that if at 
the time of such prepayment there is placed on the mort¬ 
gaged property a new insured mortgage in an amount less 
than the original face amount of the prepaid mortgage, 
such adjusted premium shall be one per centum (1%) of the 
difference in such amounts. 

In no event shall the adjusted premium exceed the aggre¬ 
gate amount of premium charges which would have been 
payable if the mortgage had continued to be insured until 
maturity. 

No adjusted premium shall be collected by the mortgagee 
In the following cases: 

(a) where at the time of such prepayment there is placed 
on the mortgaged property a new insured mortgage for an 
amount equal to or greater than the original face amount 
of the prepaid mortgage; or 

<b) where the final maturity specified in the mortgage is 
accelerated solely by reason of partial prepayments made by 
the mortgagor which do not exceed in any one calendar 
year fifteen per centum (15%) of the original face amount 
of the mortgage; or 

(c) where the final maturity specified in the mortgage is 
accelerated solely by reason of payments to principal to com¬ 
pensate for (1) damage to the mortgaged property, or (2) a 
release of a peat of such property if approved by the Admin¬ 
istrator; or 

<d> where payment in full is made of a delinquent mort¬ 
gage on which foreclosure proceedings have been commenced, 
or for the purpose of avoiding foreclosure, if the transaction 
is approved by the Administrator. 

Upon such prepayment the contract of insurance shall 
terminate. 

The provisions of this section shall not be construed to 
prohibit the mortgagee from including in the mortgage and 
collecting from the mortgagor such charge for prepay¬ 
ment as may be agreed upon between the mortgagee and 
mortgagor. 


Article IV — Contract of Insurance 

Upon compliance satisfactory to the Administrator with 
the terms of the commitment to insure the Administrator 
and the mortgagee shall execute the contract of insurance 
and the mortgage shall be an insured mortgage from the 
effective date of such contract. The Administrator and the 
mortgagee shall thereafter be bound by the contract of insur¬ 
ance. subject to the provisions of these Regulations which 
shall form part of each such contract. 

Article V — Rights and Duties of a Mortgagee Under the Con¬ 
tract of Insurance 

1. The mortgagee shall be entitled to receive the benefits 
of the Insurance, at its option, either os provided in subdi¬ 
vision (a) or subdivision <b) hereunder. 

(a) If the mortgagor fails to make any payment, due 
under or provided to be paid by the terms of the mortgage 
and such failure continues for a period of thirty (30) 
days, the mortgage shall be considered in default, and the 
mortgagee shall, within thirty (30) days thereafter, give 
notice in writing to the Administrator of such default At 
any time within thirty (30) days after the date of such 
notice, the mortgagee shall, in such manner as the Admin¬ 
istrator may require, assign, transfer, and deliver to the 
Administrator < without recourse or warranty, except that 
the mortgagee must warrant that no act or omission of 
the mortgagee has impaired the validity and priority of 
the mortgage, that the amount stated in the instrument 
of assignment is actually due and owing under the mort¬ 
gage. that there are no offsets or counterclaims thereto, 
and that the mortgage has a good right to assign the 
mortgage and the other items enumerated below): 

(1) all rights and interests arising under the mort¬ 
gage so in default; 

(2) all claims of the mortgagee against the mortgagor 
or others, arising out of the mortgage transaction: 

(3) all policies of title or other insurance or surety 
bonds or other guaranties, and any and all claims there¬ 
under: 

(4) any balance of the mortgage loan not advanced 
to the mortgagor: 

(5) any cash or property held by the mortgagee or 
to which it is entitled, as deposits made for the account 
of the mortgagor and which have not been applied in 
reduction of the principal of the mortgage Indebted¬ 
ness: and 

(6) all records, documents, books, papers, and ac¬ 
counts relating to the mortgage transaction. 

(b> If the mortgagor fails to make any payment to 
the mortgagee required by the mortgage, or to perform 
any other covenant or obligation under the mortgage, and 
such failure continues for the period of grace, if any. 
set forth in the mortgage, the mortgage shall be comp¬ 
ered In default, and the mortgagee, within the period set 
forth in the contract of insurance after the occurrence 
of a default arising on account of such failure to make 
any such payment or within the period set forth in the 
contract of insurance after the mortgagee shall have 
knowledge of the occurrence of a default arising on account 
of such failure to perform any other covenant or obligation 
under the mortgage, shall give notice In writing to the 
Administrator of such default. At any time within the 
period set forth in the contract of insurance from the date 
of such notice, the mortgagee, at its election, shall either— 

(1) with, and subject to. the consent of the Admin - 
trator. acquire by means other than foreclosure of the 
mortgage, possession of, and title to, the mortgaf d 
property: or 

(2) institute proceedings lor the foreclosure of the 
mortgage: Provided, That if the laws of the State in 
which the mortgaged property is situated do not per¬ 
mit the institution of such proceedings within such 
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period of time, the mortgagee shall Institute such pro¬ 
ceedings within sixty <60) days after the expiration of 
the time during which the Institution of such proceed¬ 
ings is prohibited by such laws. Nothing contained in 
this subdivision shall be so construed as to prevent the 
mortgagee from taking action at a later date than 
herein specified, provided the Administrator so agrees 
in writing. The mortgagee shall promptly give notice in 
writing to the Administrator of the Institution of fore¬ 
closure proceedings under this subdivision and shall 
exercise reasonable diligence in prosecuting such pro¬ 
ceedings to completion. 

If after default and prior to the completion of fore¬ 
closure proceedings the mortgagor shall pay to the 
mortgagee all periodic payments in default and such 
expenses as the mortgage shall have Incurred in con¬ 
nection with the foreclosure proceedings, notice thereof 
shall be given to the Administrator by the mortgagee, 
and the Insurance shall continue as if such default 
had not occurred. 

2. If the mortgagee elects to proceed under, and does pro¬ 
ceed under and in accordance with, the provisions of sub¬ 
division (a) of Paragraph 1 of this Article, and furnishes 
evidence satisfactory to the Administrator that there are 
no past due and unpaid ground rents, general taxes, or 
special assessments, and furnishes the warranties described 
in said subdivision and paragraph, the Administrator shall 
deliver to the mortgagee— 

(a) Debentures of the Housing Insurance Fund as set 
forth In Section 207 of the Act. having a total face value 
equal to the original face amount of the mortgage plus 
such amounts as have been paid by the mortgagee for (1) 
taxes, special assessments, and water rates, which are liens 
prior to the mortgage; (2) Insurance on the property: and 
(3) expenses for the completion or preservation of the 
property, subsequent to the default, and which have been 
approved by the Administrator, as reasonable and neces¬ 
sary; less the sum of (1) that part of the amount of the 
principal obligation that has been repaid. (11) an amount 
equivalent to two per centum (2%) of the principal 
amount of the mortgage advanced to the mortgagor and 
unpaid, and fill) any net income received by the mort¬ 
gagee from the property: Provided. That such debentures 
shall be issued in multiples of $50 and any difference, not 
in excess of $50, between the amount of debentures to 
which the mortgagee is otherwise entitled hereunder and 
the aggregate face value of the debentures issued shall be 
paid in cash by the Administrator to the mortgagee. Such 
debentures shall be dated as of the date of such assign¬ 
ment, transfer, and delivery, and shall bear Interest from 
such date at a rate to be determined by the Administra¬ 
tor. at the time the mortgage is insured, but not to exceed 
three per centum (3%) per annum, payable semiannually 
on the first day of January and the first day of July of 
each year, and shall mature three <3) years after the first 
day of July following the maturity date of the mortgage 
in exchange for which the debentures were issued. Such 
debentures shall be registered as to principal and interest 
and all or any such debentures may be redeemed at the 
option of the Administrator, with the approval of the 
Secretary of the Treasury, at par and accrued interest on 
any Interest payment date on three (3) months’ notice of 
redemption given in such manner as the Administrator 
shall prescribe. 

(b) A certificate of claim in accordance with Section 
207 <h> of the Act. which shall become payable, if at all. 
upon the sale and final liquidation of the interest of the 
Administrator in such property. In accordance with Sec¬ 
tion 207 (h) of the Act. This certificate shall be for an 
amount which the Administrator determines to be suffi¬ 
cient, when added to the face value of the debentures 
Issued and the cash adjustment paid to the mortgagee, to 
equal the amount which the mortgagee would have re¬ 
ceived if, on the date of the assignment, transfer and 


delivery to the Administrator provided for tn subdivision 
(a) of Paragraph l of this Article, the mortgagor had 
extinguished the mortgage indebtedness by payment in 
full of all obligations under the mortgage. Such certifi¬ 
cate of claim shall provide that there shall accrue to the 
holder of such certificate, with respect to the face amount 
of such certificate, an Increment at the rate of three per 
centum (3%) per annum, which shall not be compounded. 
If any excess Is realized from the mortgage, and all claims 
in connection therewith so assigned, transferred and de¬ 
livered, and from the property covered by such mortgage 
and ail claims in connection with such property, after 
deducting all expenses incurred by the Administrator in 
handling, dealing with, acquiring title to. and disposing 
of such mortgage and property and In collecting such 
claims, such excess shall be applied in payment of the cer¬ 
tificate of claim and any balance thereafter shall be paid 
to the mortgagor, as provided in Section 207 (h) (1) of 
the Act. 

3. If the mortgagee elects to proceed under, and does pro¬ 
ceed tinder and in accordance with, the provisions of subdi¬ 
vision <b> of Paragraph 1 of this Article, and at any time 
within thirty <30> days (or such further time as may be 
allowed by the Administrator In writing) jitter acquiring title 
to and possession of the mortgaged property In accordance 
with such subdivision, tenders to the Administrator posses¬ 
sion of. and a deed containing a covenant which warrants 
against acts of the mortgagee and all claiming by. through, 
or under it conveying title to. such property, satisfactory to 
the Administrator, as provided in Paragraph 4 of this Arti¬ 
cle, and assigns (without recourse or warranty) any and all 
claims which it has acquired in connection with the mortgage 
transaction and as a result of the foreclosure proceedings or 
other means by which it acquired such property, including 
any claim on account of title insurance and fire, or other 
hazard Insurance, except such claims as may have been re¬ 
leased with the prior approval of the Administrator, the Ad¬ 
ministrator shall promptly accept conveyance of such prop¬ 
erty and such assignment, notwithstanding that the buildings 
or improvements thereon may be incomplete, or may have 
been destroyed, damaged, or injured In whole or part, and 
shall deliver to the mortgagee— 

(a) Debentures of the Housing Insurance Fund as set 
forth in Section 204 of the Act, in a principal amount equal 
to the principal of the mortgage which has been advanced 
with the written approval of the Administrator and which 
is unpaid on the date of the institution of foreclosure pro¬ 
ceedings or the acquisition of the property after default 
other than by foreclosure, plus the amount of all payments 
which have been made by the mortgagee for taxes, special 
assessments, and water rates, which are liens prior to the 
mortgage. Insurance on the property mortgaged, and any 
mortgage Insurance premium paid after either of such 
dates, less any amount received on account of the mort¬ 
gage, and any amount received as rent or other income 
from the property, after deducting therefrom reasonable 
expenses incurred in handling the property, subsequent to 
either of such dates: Provided. That such debentures shall 
be issued in multiples of $50 and any difference, not to 
exceed $50. between the amount of debentures to which 
the mortgagee is otherwise entitled hereunder and the 
aggregate face value of the debentures Issued shall be paid 
in cash. Such debentures shall be dated as of the date 
foreclosure proceedings were instituted, or the property 
was otherwise acquired by the mortgagee after default, 
and shall bear interest from such date at a rate to be de¬ 
termined by the Administrator at the time the mortgage Is 
offered for insurance, but not to exceed three per centum 
(3%) per annum, payable semiannually on the first day 
ol January and the first day of July of each year, and 
shall mature three (3) years after the first day of July 
following the maturity date ol the mortgage on the prop¬ 
erty in exchange for which the debentures were issued. 
Such debentures shall be registered as to principal and 
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interest and all or any such debentures may be redeemed 
at the option of the Administrator, with the approval of 
the Secretary of the Treasury, at par and accrued interest 
on any interest payment date on three <3) months* notice 
of redemption given In such manner as the Administrator 
shall prescribe. 

<b) A certificate of claim in accordance with Section 204 
(e) of the Act. which shall become payable, if at all. upon 
the sale and final liquidation of the interest of the Admin¬ 
istrator in such property, in accordance with Section 204 
</) of the Act. This certificate shall be for an amount 
which the Administrator shall determine to be sufficient, to 
pay all amounts due under the mortgage and not covered 
by the amount of debentures and shall include a reasonable 
amount for necessary expenses incurred by the mortgagee 
in connection with the foreclosure proceedings or the ac¬ 
quisition of the mortgaged property otherwise and the con¬ 
veyance thereof to the Administrator. Each such certifi¬ 
cate of claim shall provide that there shall accrue to the 
holder thereof with respect to the face amount of such 
certificate, an increment at the rate of three per centum 
(3%) per annum, which shall not be compounded. If any 
excess is realized from the property conveyed to the Ad¬ 
ministrator and the claims assigned therewith, after 
deducting all expenses Incurred by the Administrator in 
handling, dealing with, and disposing of such property and 
in collecting such claims, such excess shall be applied In 
payment of the certificate of claim and any balance there¬ 
after shall be paid to the mortgagor, as provided in Section 
204 </) of the Act. 

4. Title satisfactory to the Administrator within the mean¬ 
ing of Paragraph 3 of this Article will be such title as was 
vested in the mortgagor as of the date the mortgage was 
filed for record, free and clear of all liens and encumbrances 
which may have attached, or defects which may have arisen 
subsequent to the recording of such mortgage, except such 
liens or other matters as may be approved by the Adminis¬ 
trator. The Administrator will not object to the title because 
of mechanics* liens excepted from the title evidence as unfiled 
at the date of recording the mortgage or of any advance 
thereunder, provided that advances under the mortgage are 
disbursed with the approval of the Administrator and that 
the certification of a title insurer or title attorney satisfactory 
to the Administrator be obtained to the effect that, as of the 
date of each advance, no lien appeared of record and the 
title policy or title opinion had been extended accordingly. 

5. The mortgagee, at the time a deed is tendered in accord- 
anco with Paragraph 3 of this Article, shall furnish to the 
Administrator without expense to him satisfactory evidence 
of such title. Such title evidence shall be executed as of a 
date to include the recordation of the deed to the Adminis¬ 
trator and, at the option of the mortgagee, may be in the 
form of an owner's policy of title Insurance, or a satisfactory 
abstract and attorney's opinion covering the period subse¬ 
quent to the recording of the mortgage, or a satisfactory con¬ 
tinuation of the title evidence accepted by the Administrator 
at the time the mortgage was insured. 

6. The mortgagee without cost or expense to the Adminis¬ 
trator shall, in default of the mortgagor. keep the mort¬ 
gaged premises Insured against fire and other hazard as 
provided in the mortgage. In the event the mortgagee fails 
to pay any premiums necessary to keep the mortgaged prem¬ 
ises so insured and such failure shall continue for fifteen 
(15) days after receipt of written notice of such failure from 
the Administrator to the mortgagee, the contract of insur¬ 
ance shall, at the election of the Administrator, thereupon 
terminate. In the event a toss has occurred to the mort¬ 
gaged property under any policy of fire or other hazard In¬ 
surance and the amount of any funds received by the mort¬ 
gagee in payment of such loss shall be sufficient to pay in 
full the entire mortgage Indebtedness, the mortgage shall, 
upon receipt of such funds by the mortgagee, be deemed 
paid and the contract of mortgagee insurance mode with 
the Administrator shall thereupon terminate. If, however. 


any funds so received shall be insufficient to pay such mort¬ 
gage indebtedness In full, the mortgagee shall not exercise 
its option under the mortgage to use the proceeds of such 
insurance for the repairing, replacing, or rebuilding of such 
premises or to apply such proceeds to the mortgage Indebt¬ 
edness without prior written approval of the Administrator. 
If the Administrator shall fail to give his approval to the 
use or application of such funds for either of said purposes 
within fifteen (15) days after written request by the mort¬ 
gagee. the mortgagee may use or apply such funds for any 
of the purposes specified in the mortgage without the ap¬ 
proval of the Administrator. 

7. If after the mortgage becomes in default, as provided 
In Paragraph 1 of this Article, the mortgagee does not make 
the assignment provided in Paragraph 2 of this Article, or 
does not foreclose or otherwise acquire the mortgaged prop¬ 
erty and make the conveyance provided In Paragraph 3 
of this Article, and written notice thereof is given to the 
Administrator, or in the event that the mortgagor pays the 
obligation under the mortgage in full prior to the maturl'y 
thereof and the mortgagee pays the adjusted premium 
charge required under the provisions of Paragraph 2 of Arti¬ 
cle m of these Regulations, and written notice thereof is 
given to the Administrator, the obligation to pay the annual 
premium charge shall cease, and all sights of the mortgagee 
and the mortgagor under Paragraphs 2 and 3 of this 
Article shall terminate as of the date of such notice. 

8. In the event that the mortgagee falls to comply with 
the provisions of Paragraph 1 (a) and 2, or 1 <b) and 3 
of this Article, then the contract of insurance shall there¬ 
upon terminate. 

Article VI—Assignments 

1. Bonds or other obligations issued in connection with 
an insured mortgage executed in the form of an indenture 
of trust providing for the issue and sale of such bonefc or 
other obligations and appointing a trustee to act on behalf 
of the holders of such bonds or other obligations may be 
transferred as provided in the indenture of trust. 

2. An insured mortgage other than a mortgage executed 
in the form of an indenture of trust providing for the issue 
and sale of bonds or other obligations and appointing a 
trustee to act on behalf of the holders of such bonds or other 
obligations may be transferred <but. except, with the written 
approval of the Administrator, only subsequent to full dis¬ 
bursement. of the mortgage loon) to a transferee who may be 
a mortgagee previously approved by the Administrator or 
who may be approved at the time of such transfer as a mort¬ 
gagee responsible and able to service such insured mortgage. 
Upon such approval and transfer and the assumption by the 
transferee of all obligations under the contract of insurance 
the transferor shall be released from Its obligations under the 
contract of insurance. 

3. The contract of insurance shall terminate with respect 
to mortgages described in Paragraph 2 of this Article upon 
the happening of either of the following events: 

(a) The acquisition of the Insured mortgage by or the 
pledge thereof to any person, firm, or corporation, public 
or private, except as specifically provided in such Para¬ 
graph 2. 

<b) The disposal by a mortgagee of any partial interest 
in the Insured mortgage by means of a declaration of trust 
or by a participation or trust certificate or by any other 
device, unless with the prior written approval of the Ad¬ 
ministrator: Provided, That this subdivision <b> shall not 
be applicable to any mortgage so long as It is held In a 
common trust fund maintained by a bank or trust com¬ 
pany (1) exclusively for the collective investment and re¬ 
investment of moneys contributed thereto by the bank or 
trust company in its capacity as a trustee, executor or 
administrator; and (2) in conformity with the rules and 
regulations prevailing from time to time of the Board of 
Governors of the Federal Reserve System, pertaining to 
the collective investment of trust funds. 
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Article VII—Rights in Housing Fund 

Neither the mortgagee nor the mortgagor shall have any 
vested or other right In the Housing Insurance Fund. 

Article VIII—Amendments 

These Regulations may be amended by the Administrator 
at any time and from time to time, in whole or in part, but 
such amendments shall not affect the contract of insurance 
on any mortgage already insured or any mortgage or pros¬ 
pective mortgage on which the Administrator has made a 
commitment to insure. 

Article IX—Effective Date 

These Regulations shall be effective as to all mortgages 
with respect to which a commitment to insure is issued on 
or after the date hereof. The Administrator with the con¬ 
sent of the mortgagor and the mortgagee may. subject to such 
conditions as he may impose, amend to conform to these 
Regulations any contract of Insurance or any commitment to 
insure, issued prior to the date hereof. Any mortgagee en¬ 
titled to receive debentures upon default of a mortgage insured 
prior to February 3. 1938. may elect to receive, in lieu of such 
debenture*, a cash adjustment and debentures issued as pro¬ 
vided in Paragraph 3 of Article V and bearing Interest at 
the rate current at the time of such election. 

Issued at Washington. D. C. 

February 15. 1938. 

Stewart McDonald, 
Federal Housing Administrator . 

• Part III 

Administrative Rules and Regulations Under Section 210 
of Title n 

RULES 

Section I—Approval of Mortgages 

1. The following may become the mortgagee of a mort¬ 
gage insured under Section 210 of Title n of the National 

Housing Act: 

(a) Any institution or organization which is approved 

as a mortgagee under Section 203 (b) of the National 

Housing Act: and 

(5) Any other chartered institution or permanent or¬ 
ganization having succession, upon Its approval by the 

Administrator for a particular transaction. 

2. As a condition precedent to insurance, the mortgagee 
must agree that it will ascertain the general physical 
condition of the mortgaged property at intervals not greater 
than one (I) year, and that, if at any time it be deter¬ 
mined by the mortgagee that, in addition to ordinary wear 
and tear, the mortgaged property is being subjected to per¬ 
manent or substantial injury, through unreasonable use, 
abuse, or neglect, the mortgagee will, unless adequate pro¬ 
vision satisfactory to a prudent lender is made for the 
prompt restoration of the mortgaged property, forthwith 
take such action as may be available to it under the mort¬ 
gage and appropriate to the particular case, for the protec¬ 
tion and preservation of the mortgaged property and the 
income therefrom, and the submission of an application for 
insurance shall evidence such agreement. 

3. The Administrator reserves the right to refuse to ap¬ 
prove any institution or organization as the mortgagee of 
a particular mortgage or to withhold any such approval 
pending compliance by such institution or organization, with 
additional conditions which in the discretion of the Admin¬ 
istrator arc required In the particular case. 

4. Approval of a mortgagee may be withdrawn by notice 
from the Administrator upon violation of the agreement 
mentioned in Subsection 2 of this Section, and such ap¬ 
proval may also be withdrawn at any time for other cause 
sufficient to the Administrator, but no withdrawal will in 
any way affect the insurance on mortgages theretofore ac¬ 
cepted for insurance. 


Section II—Application and Commitment 

1. Any mortgagee may submit an application for insur¬ 
ance of a mortgage about to be executed, or of a mortgage 
already executed, but no Insurance will be granted unless 
the property shall have been approved for mortgage insur¬ 
ance and a commitment to Insure in respect of the mortgage 
shall have been issued prior to the beginning of construction. 

2. The application must be made upon a standard form 
prescribed by the Administrator and filed at the local Fed¬ 
eral Housing Administration office serving the area in which 
the property is located. 

3. The application must be accompanied by the mortgagee's 
check for a sum computed at the rate of three dollars <$3> 
per thousand dollars ($1.0001 of the original face amount of 
the mortgage loan for which application U made, to cover 
the cost of appraisal and inspection by the Administrator. 
If an application is refused without an appraisal being made 
by the Administrator, the fee will be returned to the appli¬ 
cant. If on application is rejected after appraisal, one-half 
of the fee will be returned to the applicant. If, after insur¬ 
ance, the amount of an insured mortgage is Increased either 
by amendment or by the substitution of a new insured mort¬ 
gage. the fee herein provided for shall be based upon the 
amount of such increase. 

4. Upon approval of an application acceptance of the mort¬ 
gage for insurance will be evidenced by the issuance of a 
commitment setting forth, upon a form prescribed by the 
Administrator, the terms and conditions under which mort¬ 
gage insurance will be granted but no commitment will be 
valid unless executed by the Administrator or his duly 
authorized agent. 

Section Ill-Eligible Mortgages 

To be eligible for insurance— 

1. The mortgage must be executed upon a form approved 
by the Administrator for use in 4 he Jurisdiction in which the 
property covered by the mortgage is situated by a mortgagor 
with the qualifications hereinafter set forth In Section IV. 
must be a first hen upon property that conforms with the 
property standards prescribed by the Administrator, and the 
mortgagee must be obligated, as a part of the mortgage 
transaction, to disburse the entire principal amount of the 
mortgage to. or for the account of, the mortgagor. 

2. The mortgage must Involve a principal obligation in 
multiples of one hundred dollars ($100) and In excess of six¬ 
teen thousand dollars ($16,000) but not in excess of $200,000 
and not in excess of eighty per centum (80%) of the amount 
which the Administrator estimates will be the value of the 
property when the proposed improvements are completed. 
Such part of the mortgage as may be attributable to dwelling 
use shall not exceed $1,150 per room. 

3. The mortgage must have a maturity satisfactory to the 
Administrator but not less than ten (10) nor more than 
twenty-one (21 > years from the date of its execution, and 
should come due upon the first day of a month. 

4. The mortgage may bear interest at such rate as may be 
agreed upon between the mortgagee and the mortgagor, but 
in no case shall such interest rate be In excess of five per 
centum (5%) per annum. Interest shall be payable only on 
principal outstanding and shall be payable in monthly in¬ 
stallments beginning on the date of the first payment on 
account of principal. 

5. The mortgage must contain complete amortization pro¬ 
visions satisfactory to the Administrator requiring either (a) 
equal monthly payments consisting of principal and interest, 
or (b) monthly payments consisting of an equal amount on 
account of principal plus Interest on the principal balance 
outstanding. Amortization of principal must begin not later 
than the first day of the eleventh month following the execu¬ 
tion of the mortgage and the period during which amortiza¬ 
tion payments are made should be either ten < 10). fifteen ( 15) 
or twenty (20) years by providing for either one hundred and 
twenty (120), one hundred and eighty (180) or two hundred 
and forty (240) monthly payments on account of principal. 
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6. The mortgage may provide for monthly payments by 
the mortgagor to the mortgagee of an amount equal to one- 
twelfth (H*> of the annual mortgage insurance premium 
payable by the mortgagee to the Administrator. Such pay¬ 
ments shall continue only so long as the contract of insur¬ 
ance shall remain In effect. The mortgage should provide 
that upon the payment of the mortgage before maturity, the 
mortgagor shall pay the adjusted premium charge referred 
to In Section 2. Article HI. of the Regulations. 

7. The mortgage shall provide for such equal monthly 
payments by the mortgagor to the mortgagee as will amor¬ 
tize the ground rents, if any, and the estimated amount of 
all taxes, special assessments, if any. and fire and other 
hazard insurance premiums, within a period ending one 
month prior to the dates on which the same become delin¬ 
quent. The mortgage shall further provide that such pay¬ 
ments shall be held by the mortgagee in a manner satisfac¬ 
tory to the Administrator, for the purpose of paying such 
ground rents, taxes, assessments, and insurance premiums, 
before the same become delinquent, for the benefit and ac¬ 
count of the mortgagor. The mortgage must also make 
provision for adjustments in case the estimated amount of 
such taxes, assessments, and Insurance premiums shall prove 
to be more, or less, than the actual amount thereof so paid 
by the mortgagor. 

8. All monthly payments to be made by the mortgagor to 
the mortgagee as hereinabove provided, in subsections 4 to 7. 
Inclusive, shall be added together and the aggregate amount 
thereof shall be paid by the mortgagor each month in a 
single payment. The mortgagee shall apply the same to 
the following items in the order set forth: 

(a) premium charges under the contract of Insurance; 

(b) ground rents, taxes, special assessments, and Are 

and other hazard insurance premiums; 

(c) Interest on the mortgage; and 

<d) amortization of the principal of the mortgage. 

Any deficiency in the amount of any such aggregate monthly 
payment shall, unless made good by the mortgagor prior to 
or on the due date of the next such payment, constitute an 
event of default under the mortgage. 

9. The mortgage may provide for a charge by the mort¬ 
gagee of a “late charge”, not to exceed two (2) cents for 
each dollar of each payment more than fifteen (15) days 
In arrears, to cover the extra expense involved in handling 
delinquent payments. 

10. The mortgagor must pay to the mortgagee, upon the 
execution of the mortgage, a sum that will be sufficient to 
pay the ground rents. If any. and the estimated taxes, special 
assessments, and fire and other hazard Insurance premiums 
for the period beginning on the date to which such ground 
rents, taxes, assessments, and insurance premiums were last 
paid and ending on the date of the first monthly payment 
on account of principal under the mortgage and may be re¬ 
quired to pay a further sum equal to the initial mortgage 
Insurance premium, plus one-twelfth of the premium next 
due. 

11. The mortgagee may charge the mortgagor the amount 
of the appraisal fee provided in subsection 3 of Section II 
of these Rules and an initial service charge to reimburse 
Itself for the cost of closing the transaction. Such Initial 
service charge may be in an amount not In excess of two 
per centum (2%) of the original principal amount of the 
mortgage. 

12. In addition to the charges hereinbefore mentioned, 
the mortagee shall collect from the mortgagor only record¬ 
ing fees, mortgage and stamp taxes, if any. and such costa 
of survey and title search as are approved by the Adminis¬ 
trator. 

13. Where the project consists principally of single-family 
dwellings the mortgage may include appropriate provisions 
for the release from the lien thereof of any such dwelling 
and the land upon which it is located in consideration of 
the payment to the mortgagee in reduction of the principal 


of the mortgage, of an amount set forth in a schedule at¬ 
tached to and forming a part of the mortgage, which sched¬ 
ule shall also provide for such deed restrictions in respect 
of the released property and other conditions incident to 
the transaction as the Administrator shall prescribe or 
approve. 

14. The mortgage must contain a covenant against the 
creation by the mortgagor of liens against the mortgar i 
property inferior to the lien of the mortgage. 

15. Tlie mortgage must contain a provision or provisions, 
satisfactory to the Administrator, giving to the mortgage * 
in event of default or foreclosure of the mortgage, such 
rights and remedies, for the protection and preservation of 
the property covered by the mortgage and the income thm- 
from, as are available under the law or custom of the 
jurisdiction. 

16. The mortgage shall contain a covenant binding the 
mortgagor to keep the mortgaged property insured again t 
fire and such other hazard as the Administrator, upon the 
insurance of the mortgage, may stipulate, in companies and 
in amounts satisfactory to the Administrator. The policies 
evidencing such insurance shall have attached thereto a 
standard mortgagee clause making loss. If any, payable to 
the mortgagee and the Administrator, as interest may ap¬ 
pear. 

17. The mortgage may contain such other terms, condi¬ 
tions and provisions with respect to advances during con¬ 
struction, assurance of completion, release of parts of the 
mortgaged property from the lien of the mortgage, insur¬ 
ance. repairs, alterations, payment of taxes, default and 
management reserves, foreclosure procedings, anticipation 
of maturity, and other matters as the Administrator may 
in his discretion prescribe or approve. 

18. The mortgage must be executed with respect to a 
project which, in the opinion of the Administrator. Is eco¬ 
nomically sound. 

Section TV— Eligible Mortgagors 

1. A mortgagor must establish that as of the date the 
mortgage is endorsed for insurance, the property covered by 
the mortgage is free and clear of all liens other than such 
mortgage, and that after final disbursement of the loan 
there will not be outstanding any other unpaid obligation 
contracted in connection with the mortgage transaction or 
the purchase of the mortgaged property, except obligations 
which arc sectmed by property or collateral owned by the 
mortgagor independently of the mortgaged property. 

2. A mortgagor must establish that the periodic payments 
required in the mortgage submitted for insurance bear a 
proper relation to anticipated Income and expenses in re¬ 
spect to the mortgaged property. 

3. The mortgagor must establish that the housing project 
will be economically sound and that it Is not of such type, 
size and character os to render the mortgage more properly 
insurable under the provisions of Section 207 of the National 
Housing Act and Regulations thereunder. 

4. A mortgagor must have a general credit standing satis¬ 
factory to the Administrator. 

Section V—Eligible Properties 

1, A mortgage to be eligible for Insurance must be on real 
estate held in fee simple, or on the interest of the lessor or 
lessee under a lease for not less than ninety-nine (99) years 
which is renewable, or under a lease having a period of not 
less than fifty (50) years to run from the date the mortgage 
is executed. 

2. At the time the morgage is insured the mortgagor shall 
have constructed and completed, or shall be obligated to 
construct and complete on the mortgaged property one or 
more multifamily structures containing a total of not less 
than five (5) complete family dwelling units, or a group of 
not less than ten (10) single family dwellings, in accordance 
with plans and specifications approved by the Administra¬ 
tor, or the property shall previously have been covered by 
an insured mortgage. 
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Section VI—Title 

1. In order to be eligible for insurance, the Administrator 
must determine that marketable title to the mortgaged 
property is vested in the mortgagor os of the date the mort¬ 
gage is filed for record. The Administrator will examine 
the title to property covered by a mortgage offered for in¬ 
surance and in the event a determination of eligibility with 
respect to title is made as herein provided, such finding shall 
constitute a part of the contract of insurance evidenced by 
the insurance endorsement. 

2. Upon endorsement of the mortgage for insurance, the 
mortgagee, without expense to the Administrator, shall 
furnish to the Administrator a survey satisfactory to him 
and a policy of title insurance as provided in subsection (a) 
of this section, provided, however, that in the event the 
mortgagee is unable to furnish such policy for reasons satis¬ 
factory to the Administrator, the mortgagee, without ex¬ 
pense to the Administrator, shall furnish evidence of title 
as provided in subsections <b) t <c). or id) of this section as 
the Administrator may require. 

(a) A policy of title insurance with respect to such 
mortgage, issued by a company satisfactory to the Ad¬ 
ministrator. Such policy shall comply with the "L. I. C. 
Standard Mortgagee Form” or the “A. T. A. Standard 
Mortgagee Form", or such other form as may be ap¬ 
proved by the Administrator and which offers substan¬ 
tially the same coverage under substantially the same 
conditions and stipulations. Such policies may contain 
such "permitted" and other exceptions, restrictions, and 
limitations as are approved by the Administrator. The 
policy shall become effective as of the date the mortgage 
is filed for record and shall run to the mortgagee as 
owner upon acquisition of the property by the mortgagee 
in extinguishment of the debt through foreclosure or by 
other means as provided in Section 2 (a) of Article V 
of the Regulations and to the Administrator upon his 
acquisition of the property upon the issuance of deben¬ 
tures as provided in Section 3 of Article V of the Regula¬ 
tions and shall be payable to the mortgagee and the 
Administrator as their respective interests may appear. 

<b) An abstract of title satisfactory to the Adminis¬ 
trator, prepared by an abstract company or Individual 
engaged in the business of preparing abstracts of title, 
accompanied by a legal opinion satisfactory to the Ad¬ 
ministrator, as to the quality of such title, signed by an 
attorney at law experienced in the examination of titles, 
(c) A Torrens or similar title certificate. 

<d) Evidence of title conforming to the standards of a 
:nipervising branch of the Government of the United 
States of America, or of any State or Territory thereof. 

Section VII—Insurance of Advances During Construction 

1. The Administrator and the mortgagee shall, prior to 
the insurance of the mortgage, agree with respect to the 
manner and conditions under which advances (if any) dur¬ 
ing construction are to be made by the mortgagee and 
approved for insurance by the Administrator. 

2. Such agreement shall require the mortgagee to notify 
the Administrator in writing not less than five <5) days prior 
to the date on which an advance is to be made, of the 
amount of the advance proposed to be made, and shall re¬ 
quire the Administrator to deliver to the mortgagee within 
four (4) days from the date of such notice a certificate exe¬ 
cuted by the Administrator on a form prescribed by him. 
netting forth the amount approved for insurance or advising 
the mortgagee of the Administrator's non-approval and set¬ 
ting forth the reasons therefor. 

3. Such agreement shall be set forth on a form prescribed 
by the Administrator, shall contain such additional terms, 
conditions and provisions as the Administrator shall in the 
particular case prescribe or approve, and when properly exe¬ 
cuted by the Administrator and the mortgagee, shall con¬ 
stitute a part of the mortgage insurance contract* 

No. 32-6 


Section VIII—Effective Date 

These Administrative Rules are effective as to all mort¬ 
gages on which a commitment to Insure is issued, on or after 
the date hereof. 

Issued at Washington. D. C. f February 15, 1938. 

Stewart McDonald, 
Federal Housing Administrator . 

REGULATIONS 

Article I 

These Regulations may be cited and referred to as "Regu¬ 
lations of the Federal Housing Administrator under Section 
210 of the National Housing Act, dated February 15, 1938.” 

Article II—Definitions 

As used in these Regulations— 

1. The term Administrator" means the Federal Housing 
Administrator. 

2. The term "Act" means the National Housing Act. 

3. The term "mortgage" means such a first lien upon real 
estate and other property as is commonly given to secure ad¬ 
vances (including but not being limited to advances during 
construction) on, or the unpaid purchase price of. real estate 
under the laws of the 8tate, district, or Territory in which 
the real estate is located, together with the credit instru¬ 
ment or Instruments, if any, secured thereby. 

4. The term "insured mortgage" means a mortgage which 
has been insured by the endorsement of the Administrator. 

5. The term "mortgagor" means the original borrower un¬ 
der a mortgage and his personal representatives, successors, 
and assigns. 

6. The term "mortgagee" means the original lender under 
a mortgage and its successors and such of its assigns as are 
approved by the Administrator. 

Article III—Premiums 

1. The mortgagee shall pay to the Administrator an an¬ 
nual mortgage insurance premium equal to one-half of one 
per centum iVi of 1%) of the average outstanding prin¬ 
cipal obligation of the mortgage for the twelve-month 
period following the date on which such premium becomes 
payable and calculated In accordance with the amortiza¬ 
tion provisions without taking into account delinquent pay¬ 
ments or prepayments, except that the first mortgage in¬ 
surance premium shall be equal to one-half of one per 
centum (& of 1%) of the original face amount of the mort¬ 
gage. shall be paid on the date on which the mortgage be¬ 
comes an Insured mortgage and shall cover, subject to the 
adjustment hereinafter provided, the period from the date 
of endorsement up to and including the date on which the 
first monthly payment on account of principal is due under 
the mortgage. The next premium shall be paid on the 
date on which the first monthly payment of principal is due. 
and thereafter, until the mortgage is paid in full, or the 
mortgaged property is acquired by the Administrator as 
hereinafter set forth, or until the contract of insurance is 
otherwise terminated, each succeeding premium shall be 
paid annually on the anniversary of such date, and the 
amount of the second premium will be adjusted so as to 
accord with such payment date and so as to render the 
first premium paid equal to one per centum (1%) of the 
average outstanding principal obligation of the mortgage 
during the interval from the date of endorsement up to 
and including the date on which the first monthly pajTnent 
on account of principal is due. Such premiums shall be 
paid either in cash or in debentures issued by the Admin¬ 
istrator under Title n of the National Housing Act at par 
plus accrued interest. 

2. In the event that the principal obligation of any mort¬ 
gage accepted for insurance is paid in full prior to maturity, 
the mortgagee shall within thirty (30) days thereafter notify 
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the Administrator of the date of prepayment and shall col¬ 
lect from the mortgagor and pay to the Administrator an 
adjusted premium charge of one per centum (1%) of the 
original face amount of the prepaid mortgage, except that 
if at the time of such prepayment there is placed on the 
mortgaged property a new insured mortgage In an amount 
less than the original face amount of the prepaid mortgage, 
such adjusted premium shall be one per centum ll%) of the 
difference in such amounts. 

In no event shall the adjusted premium exceed the aggre¬ 
gate amount of premium charges which would have been 
payable if the mortgage had continued to be insured until 
maturity. If at the time of prepayment a new insured 
mortgage is placed on the same property, the Administrator 
will refund to the mortgagee for the account of the mort¬ 
gagor an amount equal to the unearned portion of the cur¬ 
rent annual premium theretofore paid. 

No adjusted premium shall be collected by the mortgagee 
in the following cases: 

(a) where at the time of such prepayment there is placed 
on the mortgaged property a new insured mortgage for an 
amount equal to or greater than the original principal amount 
of the prepaid mortgage; or 

<t» where the final maturity specified in the mortgage is 
accelerated solely by reason of partial prepayments made by 
the mortgagor which do not exceed in any one calendar year 
fifteen per centum (15%) of the original face amount of the 
mortgage; or 

(c) where the final maturity specified in the mortgage is 
accelerated solely by reason of payments to principal to com¬ 
pensate for <1) damage to the mortgaged property, or (2) a 
release of a port of such property if approved by the Adminis¬ 
trator; or 

(d) where payment in full is made of a delinquent mort¬ 
gage on which foreclosure proceedings have been commenced, 
or for the purpose of avoiding foreclosure, if the transaction 
is approved by the Administrator. 

Upon such prepayment the contract of insurance shall 
terminate. 

The provisions of this section shall not be construed to pro¬ 
hibit the mortgagee from including in the mortgage and 
collecting from the mortgagor such charge for prepayment 
as may be agreed upon between the mortgagee and the 
mortgagor. 

Article IV—Insurance Endorsement 

1. Upon compliance satisfactory to the Administrator with 
the terms and conditions of his commitment to insure, the 
Administrator shall endorse the original credit Instrument in 
form as follows: 

No. 210_ 

Insured under Section 210 
Of the National Housing Act 
and Regulation* Thereunder of the 
Federal Housing Administrator 
TP the Extent of Advances 
Approved by the Administrator 

Dated_ 

As amended - -— . 

FEDERAL HOUSINO ADMINISTRATOR 

Authorized Agent 

2. The mortgage shall be an insured mortgage from the 
date of such endorsement. The Administrator and the 
mortagee shall thereafter be bound by these Regulations 
with the same force and to the same extent as if a separate 
contract had been executed relating to the insured mort¬ 
gage. including the provisions of these Regulations and of 
the National Housing Act. 

3. After all advances under the mortgage have been made 
with the approval of the Administrator, the Administrator 
will, upon presentation of the original credit Instrument, 


make a notation below the insurance endorsement in form 
as follows: 

A Total Sum of $__ 

Hob Been Approved for Imaimnee Hereunder 
by the Administrator 

FEDERAL HOUSINO ADMINISTRATOR 

Authorized Agent 

Date_ 

Article V—Rights and Duties o/ a Mortgagee Under the Con- 
tract of Insurance 

1. In the event that the mortgagee forecloses on the mort¬ 
gaged property, or otherwise acquires the property, but 
does not convey such property to the Administrator in ac¬ 
cordance with Section 3 of this Article, and the Administrator 
U given written notice thereof, or in the event that the 
mortgagor pays the obligation under the mortgage in full 
prior to the maturity thereof, and the mortgagee pays the 
adjusted premium charge required under the provision nf 
Section 2 of Article m of these Regulations, and the Admin¬ 
istrator is given written notice by the mortgagee of the pay¬ 
ment of such obligation, the obligation to pay any subsequent 
premium charge for insurance shall cease, and all rights 
of the mortgagee and the mortgagor under Section 3 of this 
Article shall terminate as of the date of such notice. 

2. If the mortgagor fails to make any payment to the 
mortgagee required by the mortgage, or to perform any 
other covenant or obligation under the mortgage, and surh 
failure continues for a period of thirty-one (31) days, the 
mortgage shall be considered in default, and the mortgagee, 
within a period of thirty (30) days after the occurrence of 
a default arising on account of such failure to make any 
such payment or within such period after the mortgagee 
shall have knowledge of the occurrence of a default art ir.g 
on account of such failure to perform any other covenant 
or obligation under the mortgage, shall give notice in writ¬ 
ing to the Administrator of such default. At any time within 
a period of six (6) months after the date of such notice the 
mortgagee, at its election, shall either— 

(a) with, and subject to, the consent of the Adminis¬ 
trator, acquire by means other than foreclosure of th* 
mortgage, possession of, and title to, the mortgaged prop¬ 
erty; or 

<b) <X) institute proceedings for the foreclosure of the 
mortgage, give the Administrator prompt notice thereof, 
and exercise reasonable diligence in prosecuting such pro¬ 
ceedings to completion; and (2) obtain possession of the 
mortgaged property and the income therefrom through 
the voluntary surrender thereof by the mortgagor or in¬ 
stitute, and prosecute with reasonable diligence, proceed¬ 
ings for the appointment of a receiver of the mortgaged 
property and the income therefrom or proceed to exerc : e 
such other rights and remedies as may be available to It 
for the protection and preservation of the mortgaged 
property and the Income therefrom under the mortgnrc 
and the law of the particular Jurisdiction: Provided, Thai 
if the laws of the state in which the mortgaged property 
Is situated do not permit the institution of such proceed¬ 
ings within such period of time, the mortgagee shall insti¬ 
tute such proceedings within sixty (50) days after the ex¬ 
piration of the time during which the institution of such 
proceedings is prohibited by such laws. 

If after default and prior to the completion of foreclosure 
proceedings the mortgagor shall pay to the mortgagee nil 
monthly payments in default and such expenses as the mort¬ 
gagee shall have incurred in connection with the proceedu.fis 
mentioned in paragraph Cb) of this subsection, notice thereof 
shall be given to the Administrator by the mortgagee, iind 
the insurance shall continue as If such default had not 
occurred. 

Nothing in this section contained shall be construed tc 
as to prevent the mortgagee, with the written consent of the 
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Administrator, from taking action at a later date than 

herein specified 

3. If the mortgagee has complied with the provisions of 
Section 2 of this Article, and at any time within thirty (30) 
days (or such further time as may be allowed by the Ad¬ 
ministrator In writing) after acquiring title to and posses¬ 
sion of the mortgaged property In accordance with Section 
2 of this Article, tenders to the Administrator possession 
of. and a deed containing a covenant which warrants against 
acts of the mortgagee and all claiming by, through, or 
under it conveying title satisfactory to the Administrator 
as provided In Section 5 of this Article, to such property and 
assigns (without recourse or warranty) any and all claims 
which it has acquired in connection with the mortgage trans¬ 
action and as a result of the foreclosure proceedings or other 
means by which It acquired such property, including any 
claim on account of title insurance and fire, or other hazard 
insurance, except such claims as may have been released 
with the prior approval of the Administrator, the Adminis¬ 
trator shall promptly accept conveyance of such property 
and such assignment, notwithstanding that the buildings 
or improvements thereon may be Incomplete or may have 
been destroyed, damaged or injured in whole or in part, and 
shall deliver to the mortgagee: 

(а) Debentures of the Housing Insurance Fund as set 
forth in Section 204 of the Act. in a principal amount 
equal to the principal of the mortgage which has been 
advanced with the written approval of the Administrator 
and which is unpaid on the date of the institution of fore¬ 
closure proceedings, or on the date of the acquisition of 
the property otherwise after default, plus the amount of 
all payments which have been made by the mortgagee for 
taxes, special assessments and water rates which are liens 
prior to the mortgage, insurance on the property mort¬ 
gaged and any mortgage insurance premium paid after 
either of such dates, less any amount received on account 
of the mortgage, and any amount received as rent or other 
income from the property after deducting therefrom rea¬ 
sonable expenses incurred in handling the property, sub¬ 
sequent to cither of such dates: Provided, That such 
debentures shall be issued in multiples of $50 and any 
difference, not to exceed $50, between the amount of de¬ 
bentures to which the mortgagee is otherwise entitled 
hereunder and the aggregate face value of the debentures 
isued shall be paid in cash. Such debentures shall be 
dated as of the date foreclosure proceedings were insti¬ 
tuted or the property was otherwise acquired by the mort¬ 
gagee after default and shall bear interest from such date 
at the rate of two and three-quarters per centum (2%%) 
per annum, payable semiannually on the first day of Jan¬ 
uary and the first day of July of each year, and shall 
mature three (3) years after the first day of July following 
the maturity date of the mortgage on the property In 
exchange for which the debentures were issued. Such de¬ 
bentures shall be registered as to principal and interest 
and all or any such debentures may be redeemed at the 
option of the Administrator, with the approval of the 
Secretary of the Treasury, at par and accrued interest on 
any interest payment date on three (3) months* notice of 
redemption given in such manner as the Administrator 
shall prescribe. 

(б) A certificate of claim in accordance with Section 
204 (e) of the Act which shall become payable, if at all. 
upon the sale and final liquidation of the interest of the 
Administrator in such property, in accordance with Sec¬ 
tion 204 (f) of the Act. This certificate shall be for an 
amount which the Administrator shall determine to be 
sufficient to pay all amounts due under the mortgage and 
not covered by the amount of debentures and shall include 
a reasonable amount for necessary expenses incurred by 
(he mortgagee in connection with the foreclosure pro¬ 
ceedings or the acquisition of the mortgaged property 
otherwise, and the conveyance thereof to the Administra¬ 
tor . Each such certificate of claim shall provide that there 
shall accrue to the holder thereof with respect to the face i 


amount of such certificate, an increment at the rate of 

3 per centum (3%) per annum, which shall not be com¬ 
pounded. 

4. In the event that the mortgagee fails to comply with 
the provisions of Sections 2 and 3 of this Article, then the 
contract of insurance shall terminate and all rights of the 
mortgagee and mortgagor under this Article shall cease. 

5. Title satisfactory to the Administrator within the mean¬ 
ing of 8ection 3 of this Article will be such title as was vested 
In the mortgagor as of the date the mortgage was filed for 
record but must be free and clear of all mechanics* and 
materialmen’s liens filed of record subsequent to the record¬ 
ing of such mortgage regardless of whether such liens at¬ 
tached prior to such recording date and free and clear of all 
liens and encumbrances which may have attached, or 
defects which may have arisen subsequent to the recording 
of such mortgage, except such liens or other matters as may 
be approved by the Administrator. 

6. The mortgagee, at the time a deed is tendered in ac¬ 
cordance with Section 3 of this Article, shall furnish to the 
Administrator without expense to him satisfactory evidence 
of such title. Such title evidence shall be executed as of a 
date to include the recordation of the deed to the Adminis¬ 
trator and. at the option of the mortgagee, may be in the 
form of an owner's policy of title insurance, or a satisfactory 
abstract and attorney’s opinion covering the period subse¬ 
quent to the recording of the mortgage or a satisfactory 
continuation of the title evidence accepted by the Adminis¬ 
trator at the time the mortgage was insured. 

7. The mortgagee without cost or expense to the Adminis¬ 
trator shall, in default of the mortgagor, keep the mortgaged 
premises insured In amounts and in companies satisfactory 
to the Administrator against fire and other hazard as pro¬ 
vided in the mortgage. In the event the mortgagee fails 
to pay any premiums necessary to keep the mortgaged prem¬ 
ises so insured and such failure shall continue for a period 
of thirty (30> days, then the contract of insurance shall, at 
the election of the Administrator, thereupon terminate. In 
the event a loss has occurred to the mortgaged property 
under any policy of fire or other hazard insurance and the 
amount of any funds received by the mortgagee in payment 
of such loss shall be sufficient to pay in full the entire mort¬ 
gage indebtedness, the said mortgage shall, upon receipt of 
such funds by the mortgagee, be deemed paid and the con¬ 
tract of mortgage insurance shall thereupon terminate. If, 
however, any funds so received shall be Insufficient to pay 
such mortgage Indebtedness In full, the mortgagee shall not 
exercise its option under the mortgage to use the proceeds 
of such insurance for the repairing, replacing, or rebuilding 
of such premises or to apply such proceeds to the mortgage 
Indebtedness without the prior written approval of the Ad¬ 
ministrator. If the Administrator shall fail to give his ap¬ 
proval to the use or application of such funds for either of 
said purposes within fifteen (15) days after written request 
by the mortgagee, the mortgagee may use or apply such 
funds for any of the purposes specified In the mortgage 
without the approval of the Administrator. 

Article VI—Assignments 

1. When the insured mortgage is transferred to a mort¬ 
gagee approved under Section 203 (b) of the Act, such 
transferee shall notify the Administrator of the acquisition 
of such mortgage within thirty <30> days thereof, and shall 
thereupon succeed to all the rights and become bound by 
all the obligations of the transferor under the contract of 
insurance: but the transferor shall be released from its 
obligations under the contract of Insurance only upon its 
giving notice to the Administrator of the transfer of the 
Insured mortgage within thirty <30) days thereof. 

When transfer of the insured mortgage is to be made to 
other than a mortgagee approved under Section 203 (b) 
of the Act such transferee must obtain written approval of 
the Administrator. Upon receipt of such written approval 
such transferee may become the mortgagee of the insured 
i mortgage upon its transfer and shall succeed to all the 
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rights and become bound by all of the obligations of the 
transferor under the contract of insurance: but the trans¬ 
feror shall be released from its obligations under the con¬ 
tract of insurance only upon its giving notice to the Ad¬ 
ministrator of the transfer of the insured mortgage within 
thirty <30) days thereafter. 

Whenever the insured mortgage is transferred to another 
approved mortgagee, for the purposes of collateral only, 
no notice need be given to the Administrator until such 
collateral is foreclosed, but the transferor shall remain 
subject to all of the obligations of the contract of insurance. 

2. The contract of insurance shall terminate upon the 
happening of either of the following events: 

(a) the acquisition of the insured mortgage by, or the 
pledge thereof to, any person, firm, or corporation, pub¬ 
lic or private, other than an approved mortgagee, whether 
individually or in trust for another: Provided, That this 
subsection (a) shall not be applicable to a mortgage ac¬ 
quired or held by an approved mortgagee which is a 
banking institution or trust company inspected and super¬ 
vised by some governmental agency, for a trust held or 
administered by It in a fiduciary capacity, as long as 
such fiduciary relationship shall remain in effect; 

(b) the disposal by an approved mortgagee of any 
portal interest In an insured mortgage or group of Insured 
mortgages (whether to another approved mortgagee or 
otherwise) by means of a declaration of trust, or by a 
participation or trust certificate, or by any other device; 
provided that this subsection (b) shall not be applicable 
to any mortgage so long as It is held in a common trust 
fund maintained by a bank or trust company (1) exclu¬ 
sively for the collective investment and reinvestment of 
moneys contributed thereto by the bank or trust company 
In its capacity as a trustee, executor or administrator; 
and (2) In conformity with the rules and regulations pre¬ 
vailing from time to time of the Board of Governors of 
the Federal Reserve System, pertaining to the collective 
Investment of trust funds. 

Article VJl—Rights in Housing Fund 

Neither the mortgagee nor the mortgagor shall have any 
vested or other right in the Housing Insurance Fund. 

Article VIII—Amendments 

These Regulations may be amended by the Administrator 
at any time and from time to time, in whole or In port, but 
such amendment shall not affect the contract of Insurance 
on any mortgage already insured, or any mortgage or pros¬ 
pective mortgage on which the Administrator has made a 
commitment to insure. 

Article IX—Effective Date 

These Regulations are effective as to all mortgages insured 
under Section 210 of the National Housing Act on or after 
the date hereof. 

Issued at Washington, D. C., February 15. 1938. 

Sttwart McDonald, 
Federal Housing Administrator . 

part rv 

Project Standards 

The National Housing Act requires the Administrator to 
find that the project with respect to which a mortgage is to 
be executed is economically sound, as a prerequisite to his 
insurance of such mortgage. The following criteria will 
guide the Administrator in forming his opinion as to the eco¬ 
nomic soundness of any project; 

1. Community. — (a) A satisfactory economic background 
in general and specifically with reference to sources of em¬ 
ployment for the population group for which the housing 
accommodations are intended. 

(b) Existence of a need for dwellings meeting approved 
physical standards, and available for rent at prices within 
the rent paying capacity of the income group the project is 
designed to serve. 


(c) The financial condition and administration of the 
community, with particular reference to the possibility of ex¬ 
cessive tax burdens or increased tax rates: the probability 
of future special assessments and the general tendency in 
the community with respect to the placing of further levies 
and the relation of such added burdens to the sums likely to 
be available to meet them. 

2. The Neighborhood. —<a) Appropriate neighborhood eon- 
ing, or other regulation of land use; character and age of 
the neighborhood. Its prospective trend of development. and 
conformity of the proposed improvement thereto; future of 
the neighborhood as influenced by present or prospective im¬ 
provements external thereto; and by present or possible In¬ 
harmonious land uses within it. 

(b) Size of the proposed project as a factor in influencing 
neighborhood development and stabilizing, modifying, or 
reversing discernible trends; relation of the neighborhood 
and the project to community plans tending to promote ho¬ 
mogeneity of land use, permanent population betterminta, 
and the rehabilitation of blighted or slum areas. 

(c> Conformity of the project and its prospective tenants to 
the needs and characteristics of predominant ethnic groups 
nearby; probable long term immunity of the neighborhood 
from adverse influences. 

( d > Accessibility of the neighborhood to churches and to 
centers of employment, trade, education, and recreation; ade¬ 
quacy and economy of public means of transit, and conform¬ 
ity of the project to local custom and habit as regards 
transportation. 

3. The site .— (a) Freedom from adjacent adverse influences 
either topographic, industrial or psychological. 

(b> Adequate and acceptable local land planning, or pos¬ 
sibility of modifications thereof. 

(c) Freedom from flood danger or other hazards; satisfac- 
tory and non-costly foundation conditions; the presence 
nearby of all necessary utility connections; and topographic 
adaptability, within the property lines, to the intended use. 

(d> General conformity of the proposed improvement to 
the discernible real estate characteristics of the site, and to 
appropriate densities, rents, layout, and type of structure 
as indicated by these characteristics. 

4. The buildings .— (a) Open land within the project shall 
be so distributed as to avoid narrow courts and to assure 
adequate light and air, and a satisfactory outlook for all 
rooms. Net lot coverage must be kept to the minimum con¬ 
sistent with a sound project based on a reasonable land 
value. Densities should not ordinarily exceed eight (8> 
families per gross acre for free standing houses, fifteen (15) 
families per gross acre for grouped or row houses, and one 
hundred (100) families per gross acre for multiple family 
dwellings. 

<b> Buildings not over three stories in height are pre¬ 
ferred. and no walkup may exceed four stories. Elevators 
will be required for buildings of greater height which will 
be acceptable only If appropriate to the location. 

(c) Conformity of the land use, buildings and all accessory 
features with the requirements of all applicable laws, ordi¬ 
nances, and regulations relating to the utilization of land 
and the safety and sanitation of buildings. 

(d) Suitability of the type of construction to the genera! 
plan of housing proposed. (Generally, preference will bo 
given to buildings promising slow depreciation and moderate 
maintenance costs.) 

(e) Economical layouts (high ratio of usable building area 
to gross building area); cross ventilation in a maximum of 
the dwelling units; privacy of sleeping quarters under max¬ 
imum possible use of dwelling units; avoidance of narrow 
courts and shafts. 

(/) Suitability of the buildings as quarters for families of 
average size. 

Layouts containing not las than three habitable room 
and one bathroom should be heavily predominant, but a 
small proportion of smaller units may be included. One of 
the habitable rooms shall have a floor area of not less than 
one hundred sixty (150) square feet; one a floor area of not 
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less than one hundred (100) square feet; and one a floor area 
of not less than seventy (70) square feet; except that a 
kitchen may have a floor area of not less than fifty (50) 
square feet. Buildings of the corridor-type plan will ordi¬ 
narily not be approved for mortgage insurance. 

5 . Finance and operation. —(a) Relation of rental levels 
of the project to the existing pattern of rentals In the com¬ 
munity. 

< b> Adequacy of the estimation of costs of administration, 
operation, and maintenance in conformity with local prices 

and conditions. 

<c) Reasonableness of assumptions as to occupancy ratio 
in relation to a long-term expectancy. 

(d) Possibility of accumulating a surplus in excess of divi¬ 
dend requirements after all expenses and the service of the 

mortgage. 

<e) Land valued to conform to the local pattern of land 
values and to a capitalized value as determined by the re¬ 
siduals of gross income available for such capitalization. 

(/) Sufficiency of the cash and other equity in the project 
to provide for all improvement costs above the mortgage and 
to assure continuing Interest in the project by the sponsors. 

( o) Provisions for a continuing and responsible manage¬ 
ment organization. 

( h ) Experience and responsibility of the proposed con¬ 
tractor. 

[F R Doc. 33-471; Plied. February 13.1938; 10:35 a. m.) 


FEDERAL TRADE COMMISSION. 

United States ot America—Before Federal Trade 
Commission 

| Docket No. 33301 

Lv the Mattes or U. S. Hoffman Machinery Corporation 
complaint 

Pursuant to the provisions of an Act of Congress, ap¬ 
proved October 15. 1914. entitled "An Act to supplement 
existing laws against unlawful restraints and monopolies, 
and for other purposes”, commonly known as the Clayton 
Act. as amended, being an Act of Congress, approved June 
19, 1936 *U. S. C.. title 15. sec. 13). commonly known as 
the Robinson-Patman Act, the Federal Trade Commission 
having reason to believe that U. 8. Hoffman Machinery 
Corporation, hereinafter referred to as respondent, has 
violated and Is now violating subsection (a) of Section 2 of 
said Act, as amended, hereby issues its complaint against 
said respondent, stating its charges in that respect as follows: 

Paragraph 1. Respondent is a corporation, organized, 
existing and doing business by virtue of the laws of the 
State of Delaware, with its principal office and place oX 
business located at 105 Fourth Avenue. New York City, 
New York. 

Par. 2. For many years prior hereto and since June 19. 
1936, respondent has been, and is now, engaged in the busi¬ 
ness of manufacturing, selling and distributing pressing ma¬ 
chines. In the course of such business, respondent has been, 
and is now, distributing and selling said machines in com¬ 
merce from its place of business in the State of New York 
to various purchasers In other states of the United States, 
and has been in substantial competition with other corpora¬ 
tions, individuals, partnerships and firms engaged In the 
business of manufacturing, selling and distributing pressing 
machines. In commerce between and among and in the vari¬ 
ous states of the United States. 

Par. 3. In the course and conduct of its business, as afore¬ 
said, respondent since June 19, 1936 has been, and Is now. 
discriminating in price among different purchasers of pressing 
machines of like grade and quality, sold for use within the 
United States, by giving and allowing, through divers means 
and methods, certain purchasers different prices from those 
given or allowed other of their said purchasers. 


Par. 4. The effect of said discriminations in price by re¬ 
spondent has been, or may be. substantially to lessen compe¬ 
tition, to tend to create a monopoly, or to injure, destroy, or 
prevent competition in the sale and distribution of pressing 
machines between respondent and other manufacturers of 
said machines in commerce between, among and in the vari¬ 
ous states of the United States. 

Par. 5. The foregoing alleged acts of said respondent. U. 6. 
Hoffman Machinery Corporation, are a violation of 8ection 2 
(a) of said Act of Congress, approved June 19. 1936, entitled, 
“An Act to amend Section 2 of the Act entitled 'An Act to 
supplement existing laws against unlawful restraints and 
monopolies, and for other purposes', approved October 15, 
1914, as amended (U. S. C. Title 15, Sec. 13) and for other 
purposes”. 

Wherefore, the premises considered, the Federal Trade 
Commission, on this 9th day of February, A. D. 1938, now 
issues this its complaint against said respondent, stating its 
charges in that respect as hereinabove set out. 

NOTICE 

Notice is hereby given you. U. S. Hoffman Machinery Cor¬ 
poration, respondent herein, that the 18th day of March, 
A. D. 1938, at 2 o’clock in the afternoon, is hereby fixed as the 
time, and the offl<jps of the Federal Trade Commission In the 
city of Washington, D. C., as the place, when and where 
a hearing will be had on the charges set forth in this com¬ 
plaint, at which time and place you will have the right, under 
said Act. to appear and show cause why an order should not 
be entered by said Commission requiring you to cease and 
desist from the violation of the law charged in the complaint. 

You are notified and required, on or before the twentieth 
day after service upon you of this complaint, to file with the 
Commission an answer to the complaint. If answer is filed 
and if your appearance at the place and on the date above 
stated be not required, due notice to that effect will be given 
you. The Rules of Practice adopted by the Commission with 
respect to answers or failure to appear or answer (Rule VII) 
provide as follows: 

In case of desire to contest the proceeding the respondent 
shall, within twenty (20) days from the service of the com¬ 
plaint. file with the Commission an answer to the com¬ 
plaint. Such answer shall contain a short and simple state¬ 
ment of the facts which constitute the ground of defense. 
Respondent shall specifically admit or deny or explain each 
of the facts alleged in the complaint, unless respondent Is 
without knowledge, in which case respondent shall so 
state. 

• • • • • 

Failure of the respondent to file answer within the time 
above provided or failure to appear at the time and place 
fixed for hearing shall be deemed to authorize the Commis¬ 
sion without further hearing or notice to respondent, to 
proceed in regular course on the charges set forth in the 
complaint, and to moke, enter, issue, and serve upon respond¬ 
ent findings of fact and an order to cease and desist. 

If respondent desires to waive hearing on the charges 
set forth in the complaint and not to contest the pro¬ 
ceeding the answer may consist of a statement that re¬ 
spondent admits all the material allegations of the com¬ 
plaint to be true. Any such answer shall be deemed to 
waive a hearing thereon, and to authorize the Commission, 
without trial and without further evidence, or other Inter¬ 
vening procedure, to make, enter, issue, and serve upon 
respondent: 

(a) In cases arising under section 5 of the act of Con¬ 
gress approved September 26. 1914, entitled “An act to 
create a Federal Trade Commission, to define its powers 
and duties, and for other purposes” (the Federal Trade 
Commission Act), or under sections 2 and 3 of the act of 
Congress approved October 15, 1914, entitled "An act to 
supplement existing laws against unlawful restraints and 
monopolies, and for other purposes” (the Clayton Act), or 
under section 2 of the aforesaid Clayton Act os amended 
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by “An Act to amend section 2 of the act entitled 'An Act 
to supplement existing laws against unlawful restraints and 
monopolies, and for other purposes’ approved October 15. 
1914, as amended (U. 8. C.. title 15, Sec. 13). and for other 
purposes", approved June 19. 1936 (the Robinson-Patman 
Act), findings of fact and an order to cease and desist from 
the violations of law charged In the complaint. 

In witness whereof the Federal Trade Commission has 
caused this. Its complaint, to be signed by its Secretory, and 
its official seal to be hereto affixed, at Washington. D. C., 
this 9th day of February. A. D. 1938. 

By the Commission: 

l seal! Otis B, Johnson, Secretary. 

| F. R. Doc. 38-478; Piled, February 14.1938; 10:13 a.m.] 


SECURITIES AND EXCHANGE COMMISSION. 

Securities Exchange Act or 1934 

RULES TOR THE REGULATION OF SHORT-SELLING AMENDED 

These rules were adopted pursuant to authority conferred 
upon the Securities and Exchange Commission by the Securi¬ 
ties Exchange Act of 1934. as amended, particularly Sections 
3 (b). 10 (a), and 23 (a) thereof. The rules apply to short- 
selling of securities on National Securities Exchanges. Rule 
X-3B-3 defines the term "short-selling”. Rule X-10A-1 
prohibits short-selling under certain circumstances and is 
applicable to all persons whether members of national se¬ 
curities exchanges or the public. Rule X-10A-2 is applicable 
only to members of national securities exchanges and is de¬ 
signed to prohibit the borrowing of securities for deliveries 
against "long” sales. 

The Securities and Exchange Commission, deeming it 
necessary for the exercise of the functions vested in it and 
necessary and appropriate in the public interest and for the 
protection of Investors so to do. pursuant to authority con¬ 
ferred upon it by the Securities Exchange Act of 1934. par¬ 
ticularly Sections 10 (a) and 23 (a) thereof, hereby amends 
paragraph (d) of Rule X-10A-1 1 by striking out the word 
"or" before the figure (5) and by inserting immediately 
before the period at the end thereof a semicolon and the 
f ollowing: 

"(6) any sale of a security on a national securities ex¬ 
change effected with the approval of such exchange which is 
necessary to equalize the price of such security thereon with 
the current price of such security on another national secu¬ 
rities exchange which is the principal exhange market for 
such security” 

Paragraph <d> of Rule X-10A-1 as amended, reads as 
follows: 

"(d). The provisions of paragraph (a) hereof shall not 
apply to (1) any sale by any person, for an account In which 
he has an interest. If such person owns the security sold and 
intends to deliver such security as soon as is possible without 
undue inconvenience or expense; (2) any member in respect 
of a sale, for an account in which he has no interest, pur¬ 
suant to an order to sell which is marked ’long'; (3) any sale 
of an odd-lot; (4) any sale by on odd-lot dealer to offset 
odd-lot orders of customers; (5) any sale by an odd-lot dealer 
to liquidate a long position which is less than a round lot, 
provided such sale does not change the position of such odd- 
lot dealer by more than the unit of trading; or (6) any sale 
of a security on a national securities exchange effected with 
the approval of such exchange which is necessary to equalize 
the price of such security thereon with the current price of 
such security on another national securities exchange which 
Is the principal exchange market for such security." 

Hie foregoing amendment shall be effective immediately. 

By the Commission. 

[seal] Francis P. Brassor. Secretary . 

|F. R. Doc. 38-483, Filed. February 14.1938; 10:49 a. m.| 


United States of America—Before the Seatrities 
and Exchange Commission 

At a regular session of the Securities and Exchange Com¬ 
mission held at its office in the City of Washington. D. c., 
on the 10th day of February, A. D.. 1938. 

| File No. 30-311 

In the Matter of Central New Hampshire Power Company 

ORDER PURSUANT TO SECTION 5 <D>. FUBUC UTILITY HOLDING 
COMPANY ACT OF 1035 

Central New Hampshire Power Company, a Delaware 
corporation, having registered on December 1, 1936. pursu¬ 
ant to Section 5 (b> of the Public Utility Holding Company 
Act of 1935, and having filed on January 15. 1938. an appli¬ 
cation pursuant to Section 5 (d) for an order declaring tlwt 
such applicant has ceased to be a holding company. 

A hearing on said application having been held after 
appropriate notice; 1 the record in this matter having been 
examined; the Commission having made and filed Us fill¬ 
ings herein: 

It is ordered . That since Central New Hampshire Power 
Company has ceased to be a holding company, the registra¬ 
tion of the applicant pursuant to Section 5 (b) of the Pub¬ 
lic Utility Holding Company Act of 1935. hereby ceases to 
be in effect. 

By the Commission. 

fSEALl Francis P. Brassor, Secretary. 

(F.R Doc. 38-479; Filed. February 14.1938; 10:46 a.m.] 


United States of America—Before the Securities 
and Exchange Commission 

At a regular session of the Securities and Exchange Com¬ 
mission. held at Its office in the City of Washington. D. C„ on 
the 11th day of February. 1938. 

(File No. 1-374] 

In the Matter of Olinda Land Company Common Stock 

ORDER S ET T IN G HEARING ON APPLICATION TO WITHDRAW FROM 
LISTING AND REGISTRATION 

The Olinda Land Company, pursuant to Section 12 (d> of 
the Securities Exchange Act of 1934. as amended, and Rule 
JD2 promulgated thereunder, having made application to the 
Commission to withdraw its Common Stock from listing and 
registration on the Los Angeles Stock Exchange; and 

The Commission deeming It necessary for the protection of 
investors that a hearing be hdd in this matter at which aQ 
Interested persons be given an opportunity to be heard; 

It is ordered , That the matter be set down for hearing at 
10:00 o'clock A. M. on Tuesday. March 15. 1938. tn Room 42G, 
Securities and Exchange Commission, 650 South Spring 
Street, Los Angeles, California, and continue thereafter at 
such times and places as the Commission or its offi c er s herein 
designated shall determine, and that general notice thereof 
be given: and 

ft is further ordered , That Howard A. Judy and Charles R. 
Burr, or either of them, officers of the Commission, be and 
they hereby are designated to administer oaths and affirma¬ 
tions, subpoena witnesses, compel their attendance, take evi¬ 
dence. and require the production of any books, papers, cor¬ 
respondence. memoranda or other records deemed relevant 
or material to the inquiry, and to perform all other duties in 
connection therewith authorized by law. 

By the Commission. 

I g£AL 1 Francis P. Brassor. Secretary . 

IF. TL Doc. 38-480; Piled,February 14.1938; 10:47 a. J 


>8F.R. 142 (DI). 


•8P.R.247 (DI). 
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United States of America—Before the Securities 
and Exchange Commission 

At a regular session of the Securities and Exchange Com¬ 
mission. held at its office In the City of Washington. D. C* 
on the 11th day of February. 1938. 

| File No. 1-2083) 

Ik tux Matter or United Towns Electric Company. Ltd., 

First and Refunded Mortgage. 6% Series “A" Bonds, 

Due 1945 

order withdrawing registration Of SECURITIES ON a national 

SECURITIES EXCHANGE 

The Commission having Instituted a proceeding, pursuant 
to Section 19 (a) (2) of the Securities Exchange Act of 1934, 
as amended, to determine whether the registration on the 
Baltimore Stock Exchange of First and Refunding Mortgage. 
6% Series “A" Bonds, due 1945, of United Towns Electric 
Company, Ltd., amounting to $100,000, shall be suspended 
or withdrawn; and 

After appropriate notice,' a hearing having been held tn 
this matter on November 30, 1937. in Washington. D. C„ 

and 

The Commission having found, based upon the evidence 
introduced at said hearing, that the issuer has failed to 
comply with the provisions of Section 12 <b> of said Act. 

amended. Rules JB1 and JB3, as amended. Form 10 for 
Corporations and the Instructions supplemental thereto, 
prescribed under said Section, and has also failed to comply 
with Section 13 of said Act. as amended. Rules KA1 and 
KA2, Form 10-K and the Instructions supplemental thereto, 
prescribed under said Section, all as more fully set forth In 
the Commission's Opinion this day issued; and 

The Commission being of the opinion, in view of the 
failure of the Issuer to comply in the above respects with 
the provisions of Title I of said Act, as amended, and the 
rules and regulations thereunder, that it is necessary and 
appropriate for the protection of investors to withdraw the 
registration of said First and Refunding Mortgage. 6% 
Series "A" Bonds on said Exchange; 

It is ordered, Pursuant to Section 19 (a) (2) of the Secu¬ 
rities Exchange Act of 1934. as amended, that the registra¬ 
tion on the Baltimore Stock Exchange of First and Refunding 
Mortgage, 6% Series "A" Bonds, due 1945. of United Towns 
Electric Company. Ltd., amounting to $100,000, shall be and 
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the same is hereby withdrawn, effective as of February 21. 
1938. 

By the Commission. 

I seal! Francis P. Brassor, Secretary. 

|F. R Doc. 38-182; Filed. February 14.1938; 10:48 a. m.| 


United States of America—Before the Securities 
and Exchange Commissio?i 

At a regular session of the Securities and Exchange Com¬ 
mission. held at its office in the City of Washington, D. C.. 
on the 11th day of February. A. D„ 1938. 

(Flic No. 2-3415] 

Crusader Aircraft Corporation 
stop ORDER 

This matter coming on to be heard by the Commission on 
the registration statement of Crusader Aircraft Corporation, 
an Arizona corporation, and the amendment filed December 
15. 1937. to such registration statement, after confirmed 
telegraphic notice by the Commission to said registrant that 
it appears that said registration statement as amended in¬ 
cludes untrue statements of material facts and omits to 
state material facts required to be stated therein and omits 
to state material facts necessary to make the statements 
therein not misleading, and upon evidence received upon the 
allegations made in the notice of hearing duly served by the 
Commission on said registrant, and the Commission having 
duly considered the matter, and finding that said registra¬ 
tion statement, as amended, includes untrue statements of 
material facts and omits to state material facts required to 
be stated therein and material facts necessary to make the 
statements therein not misleading. In Items 5. 7, 8. 24, 27. 32, 
42. Exhibits A. B. F, N, P. S, V, the accountants' certificates 
and the prospectus, as more fully set forth In the Commis¬ 
sion's Findings of Fact and Opinion this day issued, and the 
Commission being now fully advised in the premises. 

It is ordered. Pursuant to Section 8 <d> of the Securities 
Act of 1933. that the effectiveness of the registration state¬ 
ment filed by Crusader Aircraft Corporation, an Arizona 
corporation, be and the same hereby is suspended, and 

It is further ordered. That the amendment filed by Cru¬ 
sader Aircraft Corporation, an Arizona corporation, on 
December 15. 1937, not be declared effective. 

By direction of the Commission. 

[seal] Francis P. Brassor. Secretary . 

|F. R Doc. 38-481; Filed, February 14.1938: 10:48 a. m.| 


* 2 F. R. 2888 (Dl). 


















